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BLADES, EAST & BLADES, Ltd. 


Established 1821. 


CITY OFFICES : WORKS: 
17 ABCHURCH LANE, LEONARD ST., FINSBURY, 
LONDON, E.C. LONDON, E.C. 
Telephones : Central 0212, 0213, 0214. Telephones : Clerkenwell 3636, 3637, 3638. 


Telegrams : “ Identical, London.” 


BANKERS’ CHEQUE PRINTERS. 


BANK NOTES, BONDS, BANKERS’ PROTECTIVE CHEQUES, 
CERTIFICATES, POSTAGE AND REVENUE STAMPS, 
ENGRAVERS AND FINE ART PRINTERS. 


COMPANY PROSPECTUSES. 


WHOLESALE AND EXPORT MANUFACTURING STATIONERS, LITHOGRAPHERS, 


PRINTERS, ACCOUNT BOOK MAKERS, AND SEAL ENGRAVERS. 
PHOTOGRAVURE AND COLOUR PRINTING. 


PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, 
BANKS, ETC., A SPECIALITY. 
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LLOYDS BANK 


LIMITED. 
HEAD OFFICE: LONDON, E.C.3. 











Over 1,700 Offices in England and Wales, and several 
in India and Burmah. 












(30th June, 1927.) 


AUTHORISED CAPITAL - £74,000,000 
SUBSCRIBED CAPITAL - 73,302,076 
PAID-UP CAPITAL - - 15,810,252 
RESERVE FUND- - - 10,000,000 
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The Bank also has Agents and Correspondents throughout the British 
Empire and in all parts of the World, and is closely associated with the 
following Banks :— 


THE NATIONAL BANK OF SCOTLAND LIMITED. THE NATIONAL BANK OF NEW ZEALAND, LIMITED. 
BANK OF LONDON & SOUTH AMERICA LIMITED. BANK OF BRITISH WEST AFRICA, LIMITED. 
LLOYDS & NATIONAL PROVINCIAL FOREIGN BANK LTD. | THE BRITISH ITALIAN BANKING CORPORATION, LTD. 

























nese 








Paid-up Capital - - - £9,479,416 
Reserve Fund - ~ - 9,479,416 
Deposits, &c. (June 1927) 258,681,337 


HEAD OFFICE: 15 BISHOPSGATE, LONDON, E.C.2. 


OVER 1,200 OFFICES IN ENGLAND AND WALES. 
AGENTS THE WORLD OVER. 


BANKING both HOME and OVERSEAS. 
TRUSTEESHIPS AND EXECUTORSHIPS UNDERTAKEN. 


AFFILIATED BANKS: 


COUTTS & CO. GRINDLAY & CO., Ltd. 
Bank of British West Africa Limited. Lloyds & National Provincial Foreign Bank Limited. 
P. & O. Banking Corporation Limited. The British Italian Banking Corporation Limited. 
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THE BANK OF AUSTRALASIA. 


Incorporated by Royal Charter, 1835. 


Paid-Up Capital - - . - £4,000,000 
Reserve Fund . - £3,810,000 
Reserve Liability of Prspeiaters under the Charter £4,000,000 


£11,810,000 


COURT OF DIRECTORS : 


RIGHT HON. LORD ALDENHAM. | F, tes C. LIVINGSTONE-LEARMONTH, Esq, 
. E. BARNETT, Eso. 
:. -o omnia, io | RIGHT HON. Tue EARL OF MIDLETON, K.P. 
KENNETH GOSCHEN, Eso. | HAROLD NELSON, Esq. 
e — HORACE PEEL, Eso. 
- G. HAMILTON, Esq. JOHN SANDERSON, Esq. 
T. R. JOHNSON, Esq. ARTHUR WHITWORTH, Esq. 


HEAD OFFICE: 4 Threadneedle Street, London, E.C.2. 
WEST END BRANCH: 17 Northumberland Avenue, London, W.C.2. 


Numerous Branches throughout the States of VICTORIA, NEW SOUTH 
WALES, QUEENSLAND, SOUTH AUSTRALIA, WESTERN AUSTRALIA, 
TASMANIA, and the DOMINION of NEW ZEALAND. 


The Bank offers facilities for the transaction of every description of Banking business in 
Australia and New Zealand. Negotiates or collects Bills. Issues Telegraphic Transfers, Letters 
of Credit and Drafts, also Circular Notes and Circular Credits available in all parts of the world. 
Deposits received at interest for fixed periods on terms which may be ascertained on application. 





THE 


Australian Bank of Commerce, Limited 


INCORPORATED IN NEW SOUTH WALES. 


Capital Subscribed and Paid Up - £1,840,000 
Reserve Fund~ - : - - £790,000 
Aggregate Assets 30 6/26 - - £16,789,590 


DIRECTORS : 
SIR MARK SHELDON, K.B.E., Chairman. H. R. LYSAGHT, Esq., O.B.E. 
FRANK N. YARWOOD, Esq. F.C.P.A. JAMES KELL, Esq. 
LIEUT.-COL. THOMAS L. F. RUTLEDGE. GEORGE J. SLY, Esq., LL.D. 


GENERAL MANAGER: 
Cc. M. C. SHANNON. 


LONDON BRANCH DIRECTORS : 
A. DODDS FAIRBAIRN, Esa. ALFRED SHEPHERD, Esa. 
JAMES TUKE, Esq. 


HEAD OFFICE: SYDNEY, NEW SOUTH WALES. G. W. Orp, Manager, with 
151 Branches and Agencies in New South Wales. 

BRISBANE OFFICE. Gerorce H. Howe1t, Manager, with 26 Branches and Agencies 
in Queensland. 

MELBOURNE OFFICE : 325 Collins Street. M. Burton Finney, Manager. 

ADELAIDE OFFICE: 35 Rundle Street. R. T. Moonie, Manager. 

PERTH OFFICE : 73 St. George’s Terrace. A.C. Dispin, Manager. 

LONDON OFFICE: 37 Threadneedle Street, E.C.2. Arruur F. Jenxins, Manager. 

The London Office is prepared to transact every description of Banking Business. 


For the convenience of its Customers the Bank has special arrangements, where not directly repre- 
sented, with other Bankers throughout Australasia, New Zealand, the United Kingdom, the Far East 
and elsewhere,whereby it is able tocarry out all requirements with promptitude and to best advantage. 




















Guaranty Trust Company 
of New York 


HE Guaranty Trust Company of New York was one of the first of 

the American Banks to establish a branch outside the United States. 
Its London Office was opened in Lombard Street twenty-eight years ago. 
To-day the bank maintains three London Offices—in Lombard Street, 
Kingsway and Pall Mall—an office in Liverpool, a number of offices in 
the principal cities of Europe, and affiliations and connections through- 
out the world. 
The Guaranty Trust Company is thus able to offer unrivalled international 
banking facilities to banks, financial houses and merchants engaged in 
foreign trade 


The Management of any of the offices wiil be pleased to explain the Bcnk’s 
Services in deiaii or to discuss any individual banking and trading problems. 


32 Lombard Street, E.C.3 


50 Pall Mall, S.W.1 Bush House, Aldwych, W.C.2 
NEW YORK LIVERPOOL PARIS BRUSSELS HAVRE ANTWER? 


Paid-up Capital and Surplus $60,000,000 Total Assets $754,000,000. 








SECURITY PRINTING 


BANK AND CURRENCY NOTES, POSTAGE 
STAMPS, BONDS, SHARE WARRANTS AND 
CERTIFICATES, ETC. 


Thomas De La Rue & Co., Ltd., design, 
engrave, and print every class of security 
document for Governments, Banks, and 
leading Financial Houses, etc., throughout 
the world. Their work is of the highest 
quality, and their charges compare very 
favourably with those of other houses. 


INQUIRIES ARE INVITED 


lO BUNHILL ROW, TELEPHONE: 
LONDON, E.C.1 CLERKENWELL 2064 














THE 


ANGLO-SOUTH AMERICAN BANK 


LIMITED 
Head Office: 117 Old Broad Street, London E.C.2 


A COMPLETE INTERNATIONAL 
BANKING SERVICE 


LINKING 


THE OLD 
WORLD AND 
THE NEW 


Associated Institutions := 


BRITISH BANK of SOUTH AMERICA LIMITED 
BANQUE ANGLO-SUD AMERICAINE, SOC. ANON, PARIS 
ANGLO-SOUTH AMERICAN TRUST CO., NEW YORK. 
(ine. under Laws of State of New York. ) 











BANCO DO BRASIL |’ (rommenz-UND PRIVAT-BANK 


Head Ofice: Rua 1° de Marco 66, 
Rio de Janeiro AKTIENGESELLSCHAFT 
(Established 1870) 


Capital - - = 100.000.000$000 


Reserves - - - 131.456.715$571 HAMBURG - BERLIN 


Paper- Currency 
Redemption Fund 324.892.896$526 


Last Dividend 20% Branches in: 


ome BREMEN LEIPZIG 
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cities of Brazil and Agents 


in smaller towns and abroad. | 
—_—_—_—_——— DRESDEN MUNICH 


All manner of banking transactions under- FRANKFORT-Main STUTTGART 

taken. Current accounts opened, with or 

without limit; fixed deposits received ; and in 200 other places. 

premium bills. Drafts, promissory notes 

and signed accounts discounted. Loans Telegraphic Address : 

effected on approved security; payments : 

undertaken at home and abroad. Letters ‘ ” 

of Credit issued on all the principal home saa HANSE ATIC es 
and foreign cities, etc. 





The Last Word in Sate Defence! ; 
TANGBAR 


CHUBB'S new Reinforcement 
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THE POLISH HANDBOOK 
A Guide to the Country and Resources of the Republic of Poland 
10/6 post Free 


Order from : THE EDITOR, THE POLISH HANDBOOK, 47a PORTLAND PLACE, LONDON, W.1 


A Banker’s Advice is always 
acceptable. 


On the question of House Purchase it 
may be to his and his client’s interest 
to look into the possibilities of the 
Britannic Assurance Company’s House 
Purchase (with Life Assurance) Plan. 


A copy of the booklet ‘‘To Abolish Rents” will be 
forwarded free on request. 


Funds - - £12,000,000. 


BRITANNIG ASSURANCE COMPANY, LTD. 


(EsTpD. 1866.) 
BROAD STREET CORNER, BIRMINGHAM. 
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Lay Leyland! | COMMERCIAL UNION 
Soft, silent and safe, Leyland ASSURANCE 


Rubber Tiling has all the 
beauty and dignity of the 
richest carpets, with the addi- 
tional advantages of being 
easily cleaned and giving 
almost everlasting wear. 


EYLAN 


RUBBER TILING 


A few of tle Banks which Head Office: 


have been laid with Leyland CORNHILL LONDON 
Rubber Tiling : 9 
Bank of Australasia, Threadneedle Street, 


Barciays Bank (i0 Branches). Insurances of every Description 


Lloyds Bank (11 Branches). __ 
National City Bank of New York 


Kingsway, London, W.C2. || Total Assets (including Life Funds) 
The Leyland & Birmingham Rubber Co., Ltd. at 31st December, 1926, exceeded 


Head Office and Works : Leyland, Lancs, England. 
Branches throughout the Worll, £54,000,000. 
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THE IMPERIAL BANK OF PERSIA 


(Incorporated by Royal Charter, 1889) 
And under a Special Concession, Bankers to The Imperial Government of Persia. 
Capital fully called up - £650,000 Reserve Account - - £520,000 


(with power to increase to £4,000,000) 


Reserve Liability of Proprietors under the Charter - - - -£1,000,000 





LONDON BANKERS: 
MESssas. GLYN, MILLS & Co. THE WESTMINSTER BANK LIMITED, LOMBARD STREET. I.LOYDS BANK IIMITED. 
HEAD OFFICE: 
33/36 KInG WILLIAM STREET, LONDON, E.C.4 
CHIEF OFFICE IN PERSIA: 
TEHERAN, 
BRANCHES IN PERSIA: 

Abadan, Ahwaz, Barfrush, Birjand, Bunder Abbas, Burujird, Bushire, Duzdab, Hamadan, Isfahan, Kazvin, 
Kerman, Kermanshah, Masjed-Suleiman, Meshed, Mohammerah, Nasratabad (Seistan), Pehlevi, Resht, 
Shiraz, Sultanabad, Tabriz, Yezd. 

BRANCHES IN IRAQ (Mesopotamia): BRANCH IN INDIA: 

BAGDAD, BASRA, KIRKUK. BoMBAY. 
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HE BANK is prepared to transact Banking Business of every 
description in and connected with Persia and Iraq (Mesopotamia), 
also with Bombay, Calcutta and Karachi. 
Clean and Documentary Credits arranged. Documentary — Bills 
negotiated, Clean and Documentary Bills collected. Letters of Credit, 
Drafts and Telegraphic Transfers issued. 


Correspondents in all important places abroad. 
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National Bank of New Zealand, Ltd. 


Head Office: 8 MOORGATE, LONDON, E.C.2. 


89 Branches and Agencies throughout New Zealand. 
















Authorised and Subscribed Capital a ais £6,000,000 = 
Paid-up Capital ‘ ‘ £2,000,000 = 
Reserve Fund and Undivided Profits £2 175,769 = 





£4,175,769 


The National Bank ot New Zealand, Limited, receives Deposits for fixed periods at 
rates which may be ascertained on application, and conducts every description of Banking = 
Business connected with New Zealand. ARTHUR WILLIS, Manager. = 
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BANK OF NEW ZEALAND. 


Bankers to the New Zealand Government. 


Authorised Capital - #7,561,238 




























Four per cent. Guaranteed Stock cas ibe itd ) Subscribed £529,988 
Preference A Shares issued to the N. 7. Government and 500,000 
Preference B Shares Do. ) Paid up 1,375,000 
Mm C Long-term Mortgage Shares (of which 234,375 have been offered to N. Z. Government) 468,750 
D Long-term Mortgage Shares (of which 468,750 have been offered to Ordinary Shareholders) 937,500 
Ordinary Shares, subscribed and paid up ose nae rae rae sae .. 3,750,000 
£7,561,238 
S) Reserve Fund and Undivided Pr fits ais ae css a oa -. 3,609,655 
d £11,170.893 
London Office: 1 QUEEN VICTORIA STREET, E.C.4. 
Negotiates and Collects Bills of Exchange. Grants Drafts on its Offices in New Zealand, Australia, Fiji, and 
Samoa. Remittances made by telegraphic transfer. ROBERT MILL, Manager. 





THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746. 


CAPITAL £1,250,000 _ RESERVE FUNDS £1,950,000 


Governor: THE RIGHT HON. THE EARL OF ROSEBERY AND MIDLOTHIAN, K.G., K.T. 
Deputy-Governor: THE RIGHT HON. THE EARL OF HOME. 


HEAD OFFICE: 38 St. Andrew Square, EDINBURGH. 


RFEES GRIFFITH THOMAS, General Manager. . W. STEVENSON, Secretary. 
Over 190 Branches ennai Scotland. 


London Office: 38 Threadneedle Street, E.C. 2. 
Every Description of Home and Foreign Banking Business transacted. 


AFFILIATED TO BARCLAYS BANK, LIMITED. 


















VISIT GLORIOUS DEVON THIS AUTUMN 


| VICTORIA & ALBERT 


TORQUAY’S LEADING HOTEL. 


FULL SOUTH ASPECT. SPLENDID SEA VIEWS. 





08-06-63 
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* EXCLUSIVE MENU. CHOICEST WINES. ORCHESTRA. *> 
+ Write for Illustrated Tariff. s 
4  Phones- 3231-3232 (Two lines). EDW. T. PARSONS, z 
Di Wires: “VANDA.” Manager. = 
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THE EQUITABLE 
TRUST COMPANY 


OF NEW YORK 


Alvin W. Krech, Chairman of the Board 
Arthur W. Loasby, President 


Condition at the Close of Business, June 30, 1927 
(INCLUDING FOREIGN OFFICES) 


ASSETS 


Cash on Hand and in Banks - $ 51,086,794.84 
Exchanges for Clearing House - 66,892,727.06 
Due from Foreign Banks - 16,539,469.29 
Bonds and Mortgages - 9,178,224,00 
Public Securities - - 49,757,695.78 
Short Term Investments 532,194.94 
Other Stocks and Bonds 34,516,017.21 
Demand Loans - -_ - 103,368,648.82 
Time Loans - - - - 83,094,666.90 
Bills Discounted - - 116,650,301.35 

Customers’ Liability on Acceptances 
(Less Anticipations) - - - - 42,128,058.79 
Real Estate - - - - - = = = 7,877,572.99 
Due from Foreign Offices - - - - 1,694,488.82 

Accrued Interest Receivable and Other 
Assets - - = = = = = = 2,636,014.05 
$585,952,874.84 

LIABILITIES 

Capital - - - - = = = = = $ 30,000,000.00 
Surplus and Undivided Profits - = 23,770,304.83 
Deposits- - - - - = = = = 476,017,134.86 
Acceptances (Less in Portfolio) - - 44,501,444.50 
Notes Payable (Foreign Offices) - - 4,660,800.00 

Accrued Interest Payable, Reserve for 
Taxes and other Liabilities - - 7,003,190.65 
$585,952,874.84 


LONDON OFFICES: 
10 Moorgate, E.C.2 — Bush House, Aldwych, W.C. 2 
Paris Office — 23 Rue de la Paix 
MAIN OFFICE: 37 WALL STREET, NEW YORK 


247 Broadway, N.Y. 355 Madison Ave., N.Y. 
79 Madison Ave., N.Y. 
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The Editor will be glad to consider articles on Banking 
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INTERNATIONAL ACCEPTANCE BANK 


INCORPORATED 






International Banking Transactions 






Paut M. Warsure, Chairman F. Asnot GoopuuE, President 


NEW YORK 
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MARINE (afr ME\0) ACCIDENT 


LIFE BONUS 1926 
COMPOUND REVERSIONARY BONUS UF £2% per annum, 


1 KING WILLIAM STREET, E.C. 4. 
Marine Dept. :—157 LEADENHALL STREET, E.C.3. 


ASSETS EXCEED 
£11,000,000 


THIRD CENTURY OF ACTIVE BUSINESS. 


BRANCHES AND AGENCIES THROUGHOUT THE WORLD. 
APPLICATIONS FOR AGENCIES INVITED. 
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-The Banking Half-Year 


HE year 1927 opened with the 
bank rate at 5 per cent. and 
the confident expectation that 


it would be shortly reduced. That 
confidence was misplaced, for it soon 
became evident that the coal strike 
had thrown the seasons out of joint 
and that the usual upward swing of 
sterling in terms of dollars and the 
usual inflow of gold into the Bank of 
England had been seriously delayed. 
The result was that the 4} per cent. 
bank rate instead of coming in 


January did not come until April 21, 
while within three weeks or so of its 
coming it became abundantly clear 


that the authorities had miscalculated 
and that it ought to have been left 
at 5 per cent. The miscalculation 
arose, of course, through the circum- 
stances of French currency policy. 
M. Poincaré during last autumn 
succeeded in checking the depreciation 
of the frane and in giving it de facto 
stability. His success gave confidence 
to those currency rats who in the 
vears before had deserted the ap- 
parently sinking ship of the franc. 
They began to return in greater 
and greater numbers, and their new 
enthusiasm for their own currency 
communicated itself to the inter- 
national gangs of speculators who 
began to “bull” the franc as as- 
siduously as they had “ beared”’’ it 
before. Thus the Bank of France, 
which for years had constantly been in 
the position of having to sell sterling 
and dollars to buy francs in the 
(usually vain) attempt to keep up 
the price of the franc, found itself 
obliged to buy sterling and dollars 
and sell francs in order to keep the 
franc from rising. As it had power 
to create an unlimited amount of 
francs for the purpose, it naturally 


succeeded better in the latter process 
than in the former, but the result 
was that its stock of dollars and 
(particularly) sterling soon began to 
assume embarrassing dimensions. In 
April it applied £33 millions of its 
sterling to repaying the long-standing 
advance by the Bank of England, but 
this repayment, while it evidently 
encouraged the Bank of England to 
put the bank rate down, far from 
exhausting the sterling resources of 
the Bank of France, stimulated the 
desire to offer it sterling in exchange 
for francs to such an extent that the 
Bank determined upon an astonishing 
course of action in order to check the 
growth of its foreign currency holdings. 
It proceeded first to buy dollar 
exchange in large amounts on the 
London market, and subsequently, 
when the Bank of England began to 
expostulate, to buy gold, the avowed 
object of this policy being to raise 
London discount and interest rates 
to such an extent that speculators 
would be deterred from raising credit 
in London wherewith to buy francs, 
and that actual holders of sterling 
securities, who desired to convert 
the proceeds into francs, would be 
deterred from carrying out the project 
by the fall in value of the sterling 
securities. This policy was not 
strikingly successful in achieving the 
object which the Bank of France 
desired, that is, in staying the offers 
of sterling, because M. Poincaré’s 
refusal to resort to legal stabilization 
of the franc at its de facto level kept 
alive the hope that some time or 
other the franc would be allowed to 
appreciate from that level; but it 
was successful in forcing up market 
rates in London. Between the middle 
and the end of May the three months’ 
discount rate rose from 3% per cent. 
to 43 per cent. and the mental outlook 
of the market changed from one of 
cheerful anticipation of a 4 per cent. 





THE FRONTISPIECE 
The frontispiece is a portrait of Sir Guy 
Granet, a partner in Messrs. Higginson 
& Company, and chairman of the London 
Midland and Scottish Railway, who has 
been appointed a director of Lloyds Bank. 
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THE BANKING HALF-YEAR IOI 


bank rate to one of imminent fear 
of areturn to 5 per cent. 

For the London money market as 
a whole these events have rendered 
the half-year one of exceptional 
interest. In the narrower sphere of 
joint-stock banking their importance 
is restricted chiefly—apart of course 
from the actual change in the bank 
rate—to their influence on the market 
rate of discount and the short-loan 
rate; that is to say, the rates which 
govern the earning power of the banks 
in respect of only about one-fifth 
of their productive assets. The 
average values of these rates over the 
first half of the present and earlier 
years are given below :— 


Average 


Jan. to Bank Three Short 
June. Rate. Months’ Loans. 
Bills. 
£8. &. £ &. a: £s.d 
Ig2I — 6 10 Oo So 2 7 S 7 @2 
1922... ss > 3 219 0 216 © 
1923 3 o oO 2 4 Oo I 10 I 
1924 4 0 0O 3 7 6 2 9 10 
1925 412 0 4 4 @ 3 9 8 
19260 5 0 O 49 6 & 2 2 
1927 «- 4 160 oO a 3 23 317 O 


It will be observed that the margin 
between the discount rate and the 
rate paid on deposits (that is, 2 per 
cent. less than bank rate) was at 
{1 7s. 3d. per cent., slightly lower 
than the corresponding margin in the 
first half of 1926 ({1 gs. 6d. per 
cent.), or of 1925 (£{I 12s. per cent.), 
though on the other hand the margin 
between short-loan rate and deposit 
rate ({1 1s. 6d. per cent.) was very 
slightly higher than in 1926 and 
distinctly higher than in 1925. From 
that it may be inferred that bill 
discounting was a rather less profitable 
pursuit for the banks than in the 
earlier two years (this being due to 
the fact that for nearly four months 
of the half-year the market rate of 
discount was under the influence of 
the expectation of a coming fall in 
the bank rate), but that the profit 
on “ money at call and short notice ’ 
(so far at least as this can be measured 
by the average rate for short loans 
in the discount market) was at least 
up to the normal standard. 


A far more important contribution 
to the profits of the banks is, of course, 
that made by interest on “ loans and 
advances to customers.’’ This item 
will, of course, have been affected in 
comparison with the corresponding 
months of last year by the lower bank 
rate average. But as against that 
we have the fact that the outstanding 
amount of bank loans has again risen 
heavily. As between June 1926 and 
June 1927 the advances of the ten 
London clearing banks increased by 
£41 millions to £930} millions. About 
two-thirds of this increase occurred 
in the second six months of the period, 
and may, therefore, perhaps be 
ascribed to an exceptional demand for 
bank credit following the end of the 
coal strike; but as bank loans have 
risen almost continuously for five 
years—the aggregate increase since 
September 1922, when the minimum 
was reached, being just over {£200 
millions—it does not seem very con- 
vincing to relate any particular slice 
of the total increase to the exact 
situation of trade at the moment it 
took place. In connection with the 
continued increase in the volume of 
advances there is one development 
of some interest which may be noted, 
namely, that in the half-year under 
review it was no longer necessary 
for the banks to sell investments in 
order to provide the funds for fresh 
advances. This arose from the fact 
that the level of deposits underwent 
a very substantial increase towards 
the end of last year and the beginning 
of this, with the result that the 
increased demand for accommodation 
could be met without entrenching 
further upon the investment holdings 
—in which connection it may be 
remarked that from the summer of 
1922 up till about a year ago every 
£100 of fresh money lent to trade 
had involved the selling of £100 of 
investments. The deposits of the 
clearing banks increased as between 
June 1926 and June 1927 from £1,6673 
millions to £1,722 millions ; but a more 
trustworthy picture of the situation 
is conveyed by the following table 
which contrasts the average position 
over the half-year with that of the 
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corresponding periods of 1926 and 
5925 == 
LONDON CLEARING BANKS 
AVERAGE POSITION. 
January—June. 
LIABILITIES 
(£ millions) 
1925 1926 1927 
Capital .. oe 68 7o 71 
Reserves re 54 56 58 
Deposits . 1,661 1,644 1,696 
Acceptances... 107 95 
Note Issue ee 3 


1,593 

ASSETS 

Cash ar 195 
Cheques, etc. .. 53 
Money at call 115 
Bills ae aa 216 
Investments .. 298 
Advances 854 
Affiliated Banks 26 
Acceptances... 107 
Premises va 29 





1,593 

The increased level of deposits, 
which is one of the most significant 
features of the half-year, corresponds 
to an increase by about £5 millions 
in the average holding of gold by the 
Bank of England, just as the shrinkage 
in deposits in January—June 1926 
as against 1925 corresponded to a 
reduced gold holding in the former as 
compared with the latter period. 
From the point of view of the banks 
this rise in deposits has come as 
something of a godsend, not only for 
the reason, already mentioned, that 
the need for further reducing their 
investment holdings was avoided, but 
because it saved them the mental 
strain of deciding whether or not 
banking would have to be scheduled 
as a dangerous occupation if the 
proportion of advances to deposits 
were allowed to exceed the limit of 
55 per cent. Unfortunately, at the 
present time the prospects of main- 
taining the gold reserve — which, 
indeed, has already suffered an abrupt 
reduction (of £ ; millions) through the 
action of the Bank of France in May— 
are not altogether reassuring, and it is 
far from improbable that the question 
of whether or no a further expansion 
of the ratio is admissible may become 
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acute once more. However that may 
be, it seems fairly safe to say that the 
increase in deposits is due chiefly 
to an influx of foreign money, tempted 
hither by favourable rates of interest— 
it is common knowledge that for 
large fixed deposits astonishingly high 
rates have been paid in recent months. 
For that reason the banks have very 
possibly not derived proportionate 
profits from their higher deposits, 
especially as it was considered de- 
sirable (as the table shows) to augment 
considerably the funds placed out 
“at call and short notice”’ at re- 
latively low rates. The holdings of 
bills and investments show little 
change as compared with the corre- 
sponding period of 1926, but the further 
decline in the item “ acceptances ’”’ 
deserves a word of comment. 

Acceptances,’ as is common know- 
ledge, include not only the liability 
of the banks in respect of bills accep- 
ted, or confirmed credits opened, on 
behalf of customers, but various other 
engagements entered into for cus- 
tomers, including prominently for- 
ward exchange contracts. In an 
access of candour the Midland Bank— 
thanks to the precedent set by the 
chairman of Lloyds Bank the joint- 
stock banks are at present showing 
a disposition to give rather fuller 
information about their affairs— 
has recently disclosed the fact that 
of its own total of acceptances of 
£32,000,000 (on June 30, 1927), only 
£18,000,000 consisted of actual accep- 
tances and confirmed credits and 
£14,000,000 of “‘ other engagements.” 
It is more than probable that this 
distribution is not typical, but at 
any rate it is clearly not possible to 
draw from the decline in the published 
figures the definite conclusion that 
there has been a falling off in the 
volume of commercial bills accepted 
by the clearing banks. In view of 
the cutting of rates for acceptance 
business on the one hand, and of the 
narrowing of profit margins in the 
field of foreign exchange, it is perhaps 
more probable that the shrinkage of 
acceptances’ means less forward 
exchange business than that it means 
fewer bills accepted. 
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The Reparations Problem 
and the Report of the 
Agent-General 


N the last few months discussion 
| of the Reparations problem has 

been undergoing a subtle change. 
After a period during which there was 
displayed an uncritical (and dan- 
gerous) readiness to believe that the 
whole issue had once and for all been 
disposed of, a new tone of hesitation 
and scepticism began to be apparent. 
We need not inquire here to what 
extent this renewed atmosphere of 
doubt was due to deliberate expression 
of opinion on the part of German 
authorities in touch with influential 
British circles. We may accept fully 
the assurances which are forthcoming 
that the German Government has no 
intention at the moment of officially 
raising the issue of Germany’s capacity 
to pay. Still, the fact remains that 
there is now greater uneasiness on the 
whole matter of reparations than at 
any time since the acceptance of the 
Dawes Plan in 1924. For that there are 
very solid grounds. The Reparations 
Settlement can break down either 
because the burden imposed on Ger- 
many is too great, or because the 
German Government is showing “‘ bad 
faith,” or because both the burden 
is too great, and because the German 
Government is not living up to the 
spirit of its word. The _ political 
danger to Europe lies in the attribu- 
tion to German bad faith of a break- 
down due to the technical impossi- 
bilities of the scheme. The duty of 
successive German Governments is, 
then, simple. If a breakdown is to 
come, it must at all costs avoid the 
suspicion that the failure is due to 
bad faith by Germany. But a break- 
down may come, however well-willing 
a German Government may. be. And 
the years are approaching in which 
the annuity rises to heights which 
may impose an intolerable _ strain. 
To convince the Allied creditors— 
themselves tied to the chariot wheel 
of American political exigencies— 
that the burden is an impossible 
one without incurring a first-class 
international crisis will tax the 


capacity of European statesmen to 
the maximum. For any German 
statesman to load the dice against 
his own people by enabling his 
creditors to accuse him of a wilful 
bankruptcy would, in these circum- 
stances, be an act of almost incon- 
ceivable folly. But “that insidious 
and crafty animal, vulgarly called a 
statesman or politician,’ as Adam 
Smith once called the tribe, is not 
above the human liability to error. 
For these reasons it is all to the 
good that the Agent-General for 
Reparation Payments should publish 
periodically reports which throw some 
light. upon what is happening. It 
cannot be said that in his latest in- 
terim report for the third annuity 
year Mr. S. Parker Gilbert is entirely 
satisfied with the trend of recent 
events. And it is significant that his 
dissatisfaction, if that be not too 
strong a word, concerns what has 
hitherto been regarded as the lesser of 
the two problems connected with the 
payment of reparations. From the 
very first the Dawes Plan emphasized 
the distinction between the transfer 
problem and the problem of pay- 
ment : between the foreign exchange 
aspect of the situation and _ the 
budgetary aspect. That “inner” 
opinion, sceptical and enlightened, 
which in these days of democracy 
rarely ventures to express itself pub- 
licly, from the first regarded this 
sharp differentiation of the two aspects 
as the key to the strategy of the 
future. It is impossible, it was felt, 
to tell the public the truth; the 
enslavement of Germany for two 
generations is really out of the 
question, and the transfer committee 
will wrap the bitter pill in a sugar 
coating of expertise. The fear of 
wrecking the exchange will be made 
the excuse for a gradual mitigation 
of the burden of reparations. But 
this strategy—assuming that this was 
the intention underlying the emphasis 
upon the difficulties of transfer 
rests upon an_ unstated premise. 
There must be no budgetary problem, 
For, if there is, then the plan will 
break down upon a point which may 
directly involve the question of Ger- 
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man good faith. If, on the other 
hand, the annuity is faithfully paid, 
the German Government can wash its 
hands of any further responsibility. 
Budgetary equilibrium is thus a 
matter of profound importance. 

The Dawes annuities are secured 
specifically against certain German 
revenues; the proceeds of the cus- 
toms, the taxes upon beer, sugar, and 
tobacco, and the net yield of the 
alcohol monopoly being turned over 
to the Commissioner of Controlled 
Revenues. Now the yield of these 
duties is in the neighbourhood of 
2,400 million gold marks, and, of 
course, any increase in German pros- 
perity is likely to make the yield of 
these duties and taxes go up. Con- 
sidering that the “budgetary con- 
tribution ” in the standavd years which 
begin only in 1928-9 is fixed at 1,250 
millions, it follows that there is no 
danger of the sums required by the 
Dawes Plan failing to be forthcoming ; 
there is a margin of safety of nearly 


100 per cent. These facts are pointed 
out by the Agent-Generai himself, and 
deserve to be remembered in view of 
the strictures which he has deemed it 
necessary to pass upon other aspects 


of the financial situation. So long as 
the position of the assigned revenues 
remains as it is, there is no direct 
danger of the plan “breaking down.” 
Any influence which budget dis- 
equilibrium can exert is indirect: in 
embarrassing the position of the 
Government and in increasing the 
danger that both the money market, 
or even worse, the currency will 
become involved in the misfortunes 
of the State. 

What is the financial danger in 
Germany? The difficulties arise on 
more than one ground: there is a 
technical as well as a political side to 
the situation. On the political side 
the danger lies in the rise of ex- 
penditure and, perhaps even more 
importantly, in the nature of that 
expenditure. In fact, the growth of 
expenditure has been occasioned by 
the growth of unemployment, and 
—quite apart from new legislation 
which is projected—will decline as the 
depression of 1925-6 gradually dis- 
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appears. But in part the growth of 
expenditure lies in the fact that 
general administrative expenditure 
has gone up from 1,660 millions in 
1924-5 to an estimated amount of 
2,440 millions in 1927-8, whilst pay- 
ments to the States and communes 
will rise between the same two dates 
from 2,770 to 2,893 millions. These 
payments, it is to be noted, absorb 
35 per cent. of the total revenues of 
the Reich, and are exclusive of pay- 
ments for certain special purposes. 
These payments clearly represent a 
source of great anxiety to the Agent- 
General, for the Reich, in fact, under 
existing legislation guarantees a mini- 
mum payment of 2,600 million marks 
to the subordinate governments, with- 
out regard to the actual financial 
requirements of these subordinate 
bodies, and without a full knowledge 
of their financial situation. Thus the 
“Reich under this system divests 
itself automatically of a large share 
of its principal taxes,” and at the 
same time “the whole tendency of 
the present system is to confuse the 
responsibility for taxation as between 
the Reich and the States and com- 
munes.” It is surely clear that a 
financial system which thus earmarks 
so large a proportion of the total 
revenue must lack elasticity. But, 
though in some respects the problem 
of the transfers to the subordinate 
governments is the most difficult of 
the problems to be solved—for, as 
the Dawes Commissioners already 
recognized, the subject “involves the 
consideration of social and political 
factors, many of which have deep 
roots in historic traditions’’—the 
problem is not confined to this issue. 
It is Government expenditure as a 
whole which must be considered, and 
the “problem of checking the rising 
tide . . . has, in fact, become acute.” 
These are serious words, and their 
seriousness is not diminished when it 
is considered that Germany is now a 
democratic republic, and that in all 
democratic countries “the rising tide” 
of expenditure is dictated by an 
electorate which can hardly be ex- 
pected to have very long views. For 
Germany, it involves, from the politi- 
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cal standpoint, the choice between 
offending the Allies and offending the 
voters. The line of least resistance is 
by no means clearly indicated. 

“But though the problem is declared 
to be “acute,” it is not proclaimed to 
be either insoluble or desperate. If 
the belief that “the problems pre- 
sented by the budget should yield 
readily enough to a steady application 
of sound principles of budget-making”’ 
smacks somewhat of question-begging, 
there is at least the consolation that 
“the Treasury of the Reich has sub- 
stantial reserves in its holdings of 
preference shares of the railway com- 
pany, its short-term loans to the 
railway company, and other loans and 
credits to industry and agriculture. 
These investments and loans have all 
been financed in one way or another 
out of former budgets, and some of 
them, no doubt, could be used to 
relieve the cash position if the need 
for additional funds should develop.” 

The problem of controlling expen- 
diture is aggravated by the tec a 
of the budget, as practised in Ger- 
many. Transferences be i“ the 
ordinary budget, the extraordinary 
and the war charges budget within 
any one accounting year would in 
themselves create obscurity ; but these 
complications are added to by the 
fact that German practice differs 
from the British with regard to the 
continuation of accounts from one 
year to another. Unspent revenues 
of one year, and expenditure autho- 
rized, but not incurred, do not re- 
appear in the budget of the following 
year, but only in the final accounts of 
the year in which they are received or 
spent. Thus legislative authority to 
spend a given amount holds good 
even beyond the original year in w rhic h 
the expenditure was designed to 
occur, and authority to borrow is also 
carried forward in a similar way. 
Whilst outstanding revenues “con- 
sisting principally of loans to be issued, 
do not represent effective revenues,” 
the “outstanding expenditures repre- 
sent actual authorizations to spend, 
which in large part are already 
committed. This system of account- 
ing, in other words, permits budget 


surpluses to be shown which do not 
actually exist, and which will only 
come into existence in the future to 
the extent that loans are actually 
placed. Expressed in another manner, 
the budget surpluses shown can often 
be realized only through borrowing.”’ 
But, of course, the real vice is the 
absence of a true budgetary surplus : 
bad accounting methods merely help 
to confuse the appreciation of the 
true facts of the situation. The 
Agent-General is, of course, right in 
pointing to a further and, perhaps, 
more vital consequence of the present 
methods. “The system of carrying 
forward authorizations of expenditure 
from year to year appreciably reduces 
the opportunity for effective control 
of governmental spending. This is 
especially true at a time when con- 
ditions and needs are changing so 
rapidly as in Germany.” 

The main fault of the German 
financial position is thus clear enough. 
Too large a part of the aggregate 
expenditure of the Reich is inelastic, 
and should revenue fail to correspond 
the danger of deficits is increased. 
But, as we have already pointed out, 
there appears to be no danger that 
the funds required for the purpose 
of the Dawes annuities cannot be 
obtained. 

The other side of the Reparations 
problem, viz., the transfer side, is 
intimately bound up with the question 
of the German trade balance. That 
the published figures of Germany’s 
foreign trade cannot be regarded as 
conclusive evidence in any discus- 
sion of this side of the problem comes 
out clearly enough. The Imperial 
Statistical Office itself has come to the 
conclusion that imports have been 
over-valued and exports under-valued. 
The result is that the net import 
balance for the thirty months ending 
in April 1927, is reduced from 5,893 
to 4,379 million reichsmarks i.e. by 
an amount of over 25 per cent. 
Again, deliveries in kind on reparation 
account have not hitherto been in- 
cluded in the official export figures. 
As these averaged 42 million gold 
marks per month in 1925, and 52 mil- 
lions in 1926, a further, and by no 
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means unimportant, reduction in the 
aggregate import surplus has_ ob- 
viously to be made. With all these 
corrections, however, there is one 
aspect of the matter to which the 
Agent-General’s report draws atten- 
tion. In the section on foreign trade 
it is pointed out that the heavy 
import surplus in the six months’ 
period ending in April 1927, “has 
been effected, in part, at least, out of 
the foreign credits which flowed into 
Germany so freely in 1926.” If this 
surplus eventuates finally in an in- 
crease in Germany’s exports, well and 
good, “but the same could not be 
said if increased exports fail to follow 
the increased imports, thereby indi- 
cating that the foreign credits have 
been used principally to finance 
domestic consumption.”’ But in the 
short section dealing with conclusions, 
it is argued that “the great volume of 
imports from abroad, with no corre- 
sponding growth of exports, never- 
theless suggests the question whether 
Germany may not recently have been 
over-developing internally, without 
making the progress in ability to 
compete effectively in the markets of 
the world, which is so necessary to the 
development and expansion of her 
foreign trade.’’ But what, we may ask, 
is meant by internal “over-develop- 
ment’? This is a phrase which may 
mean much or little. The trade figures 
do not reveal any excessive develop- 
ment of imports of finished goods over 
recent months, and some _allow- 
ance must in any case be made for 
the effect of the recovery from grave 
depression, with its inevitable reper- 
cussion upon both production and 
consumption. What, in other words, 
are the indicia of over-development ? 
They are not stated, and yet the issue 
is so important that some further 
explanation is surely requisite. Is 
it that Mr. Gilbert believes that 
public bodies have been borrowing 
too much, and have been employing 
capital and labour which ought to have 
been used for export purposes for pur- 
poses unconnected therewith ? Even 
such expenditure may add to the 
health and strength of the popula- 
tion and indirectly to its producing 
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capacity. Or does Mr. Gilbert believe 
that foreign loans reduce the willing- 
ness to save of the German popula- 
tion, by reducing internal interest 
rates, and thus have the effect of 
diverting German income from saving 
to consumption ? We look forward 
with interest to such explanations as 
the Agent-General may care to offer 
in his next report on this important 
matter, especially in view of the fact 
that (though this phrase has attracted 
no attention in the country so far) 
certain German circles of opinion 


appear not a little excited by it. 


The ‘‘ Chequelets” Decision 


E have not had long to wait 
for a judicial determination 
upon the Inland Revenue 


claim that the Midland Bank Receipt 
Forms or “‘Chequelets’’ are liable to 
stamp duty as bills of exchange under 
section 32 of the Stamp Act, I8oI. 
Last month we gave a statement of 
the facts leading up to the challenge 
of the Inland Revenue, and _ this 
month we are able to record that 
Mr. Justice Rowlatt, on July 25 ona 
case stated by the Commissioners of 
Inland Revenue, has decided that the 
documents used as they were used 
were within the definition of “bill of 
exchange” in the Stamp Act. The 
test case taken to the Courts com- 
prised two of the forms filled up and 
used in place of cheques. The one 
was paid direct, the other through 
another bank. In our last issue 
appeared a facsimile form similar to 
those adjudicated on in the case. 
The contentions set forth on either 
side were on the lines we indicated 
they would be in our comment upon 
the problem, and the learned judge 
has taken the view which we sugges- 
ted as being the right view, namely, 
that the documents used as they were 
used were documents entitling the 
person holding them to payment of 
the amounts denoted on them. 

For the bank it was argued that 
there were only three ways in which 
the receipts could be used: (1) For 
collection of a sum under {2 from 
the bank by the customer personally ; 
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(2) by an agent for the customer; 
(3) for collection by a person not an 
agent of the customer. It was said 
that a document could not be stamp- 
able in one set of circumstances and 
not in another; that the instrument, 
being in form a receipt for a sum 
under £2, was not stampable by its 
tenor; that the Stamp Act hits at 
documents not transactions, and that 
the document being by its tenor free 
of duty could not be rendered stamp- 
able by the mode of its user as that 
would to stamping, not the document, 
but the transaction. Further, it was 
said the document did not “entitle”’ 
to payment from anyone, for as to the 
bank the holder could not sue, while 
as to the customer giving the 

“chequelet” in payment “of her ac- 
count the payee or holder could not 
sue on the document, but only on the 
original consideration. 

As we pointed out last month, 
however, the Courts have considered 
the mode of use of a document in 
stamp cases, and inquired as to the 
actual commercial nature of the 
document, as it operated in practice 
and use, and in argument the cases 
we then cited were produced and 
discussed before Mr. Justice Rowlatt. 
It was clear that as between the 
customer and the holder the document 
did, in fact, entitle the holder or 
bearer to procure payment from the 
bank, and he did so. The effect and 
substance of the arrangement be- 
tween the bank and the customer 
issuing the “receipt” was that it 
should operate as an _ order for 
payment—it did so operate in fact. 

In this connection it is interesting 
to add to the facsimile form we printed 
last month the actual wording of the 
signed request by the customer to the 
bank which runs: “I request you to 
allow me to withdraw from time to 
time from my account with you sums 
under £2 each against delivery to you 
of receipts addressed to you and duly 
signed by me, and I authorize you to 
pay the amount of such receipts to 
the bearer thereof, and to debit the 
same to my account.” How could it 
reasonably be said that such an 
arrangement followed by the issue of 
such receipt by the customer to third 


parties who on presentation of it,is 
paid the denoted amount did not 
render the “receipt” a document 
entitling the bearer to payment from 
the bank? Assuredly the common- 
sense answer to this plain question 
can be but one. And the law is 
not so devoid of common sense as to 
ignore the real character and effect in 
commercial use of a document. 

Mr. Justice Rowlatt, supported by 
the authority of the cases in our last 
issue, held that the Court is entitled 
to have regard to what the document 
is and how it is used, and is not con- 
fined to the mere words in the docu- 
ment in the abstract. The learned 
judge says : “What, therefore, is this 
document, and how is it used? It is 
referred to as a receipt. But it is not 
a receipt, unless and until it is used as 
such by being given asan acknowledg- 
ment of payment. When the person 
signing it gives it to his creditor he 
is not giving a receipt, and if it were 
for an amount of £2 or upwards he 
would not incur a penalty under section 
103 of the Stamp Act for giving a re- 
ceipt not duly stamped. What, then, is 
it when it is used as it is here? The 
words of it describe nothing occurring 
between the signatory and the re- 
cipient, and unless we are permitted 
to inquire what is the meaning of its 
existence in the hands of the bearer 
we must say that, as a document, it 
has at this stage effected nothing at 
all: it has not, indeed, come into 
operation. If, as I think, this inquiry 
cannot be excluded, we find that it 
has effected something; that it has 
come into operation as a delivered 
document, and that (subject to one 
question as to the meaning of the 
word “‘entitled”’) its function has been 
to entitle the recipient to payment of 
the sum mentioned in it. It is true 
that the holder of this document 
cannot sue the bank, nor, upon the 
document itself, the signatory. I 
think, however, that the case of 
the Committee of London Clearing 
Bankers v. Commissioners of Inland 
Revenue (12 the Times L.R., 139, 
283 (1896) 1 Q.B., 542) shows clearly 
that no such right of action is neces- 
sary to bring a document within the 
phrase under discussion.” 
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Hence it was held that the “receipt 
form” is within the Stamp Act, 1891, 
and that that Act was drawn suffi- 
ciently widely to cover the case of 
evasion presented by the Midland 
Bank’s adventure. And this we 
assume closes the short, but interest- 
ing, history of the matter, the earlier 
stages of which we recorded last 
month. It only remains to add that 
the decision of the Court is in accord- 
ance with the general opinion of the 
banking community so far as we have 
been able to gather it. And in view 
of the clear judicial decision just 
reported there is no need for the 
Government to insert a special clause 
in the Finance Bill of this year deal- 
ing with the matter. The law as it 
stands suffices. An appeal, of course, 
technically is given to the Midland 
Bank (although we should scarcely 
imagine the judgment would be 
upset). At any rate, the law at 
present is declared to be adverse to 
their contention, and the “chequelet”’ 
can no longer be legally used without 
a twopenny stamp. 


A Socialist Banker 


N July 22 Mr. George Mas- 
terman Gillett, the Socialist 


member for Finsbury, delivered 
in the House of Commons a long, 
rambling speech in which he advo- 
cated the nationalization of the Bank 
of England, censured the banks for 
their deflationist tendencies, and main- 
tained that a reduction of income tax 
was of no advantage to trade, and was, 
in fact, an additional burden upon the 
poor. This speech greatly pleased 
some of Mr. Gillett’s Socialist col- 
leagues, who praised his “rich know- 
ledge of financial matters.”’ It stirred 
up Mr. Maxton to say that the policy 
of the Government since the war 
“has been directed to saving the 
financiers of this country at the 
expense of everybody else. It is a 
shocking thing,” said he, ‘that the 
great banking combines of this 
country, through all the years, bad 
or less bad, since the war, have had 
their dividends always remaining high. 
The 25 per cent. or the 30 per cent. 
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dividend can always be paid by the 
great banking corporations.” 

Mr. Gillett may not agree with all 
Mr. Maxton’s observations, but he is 
not without responsibility for some 
of them. They both agree that the 
Bank of England should be nation- 
alized, and both condemn the manner 
in which the other English banks 
conduct their affairs. The difference 
between them is that Mr. Maxton is 
an entirely consistent Socialist, a man 
who glories in his poverty and denies 
himself most of the comfortsof life. Not 
so Mr.Gillett. He prefers to make con- 
siderable profits from banking while 
censuring that business in the House of 
Commons, or upon Socialist platforms. 

It is somewhat remarkable that a 
director and a principal shareholder of 
Gillett Brothers Discount Company, 
which keeps an account with the Bank 
of England, should be willing to profit 
from the services of the Bank of 
England, in his capacity as a director 
of Messrs. Gilletts, while demanding 
in the House of Commons that the 
Bank’s shareholders should be ousted 
from the control of their property. 
It is no stretch of intolerance to 
describe this position as peculiarly 
inconsistent if not disingenuous. 
Doubtlessly Mr. Gillett considers that 
the property of the shareholders of 
the bank is a fit subject for Socialist 
experiments, and that its owners 
ought to surrender their control. This 
is the plain meaning of his speech in 
the House of Commons. He did not 
dull the choice flowers of his rhetoric 
with any details as to compensation 
the bank shareholders should receive 
for the loss of their rights. We 
presume he proposes some form of 
compensation. He would not wish 
to be robbed of the deposits of his own 
firm. What form of compensation 
can be expected? Some Socialists 
suggest the return of the proprietors’ 
capital. This would not be compen- 
sation, but mere robbery. It would 
be equal to forcibly obtaining posses- 
sion of an opulent business, such as 
Messrs. Gillett Brothers, for a con- 
sideration equal to its paid-up capital. 
There is no difficulty in imagining how 
Mr. Gillett would recoil from such an 
unprofitable proposal. 








all 


me 
he 
yn- 
ler 


( 109 ) 


American Banking Costs 
By Henry Parker Willis 


of the McFadden Bill, amending the National 

Banking Act, in February have not _ been 
numerous, but they have afforded a period of time 
sufficient to throw some light, at least, upon one or two 
of the major problems which had been in mind when the 
measure was enacted. It will be remembered that the 
circumstances which gave rise to the legislation had 
originally centred around the branch banking question. 
City banks had desired the privilege of establishing 
branches within their own municipalities; and, while 
country banks were loath to see the development of 
branch banking anywhere (whether in city or country), 
they were mainly insistent that it should not spread 
outside the larger centres. So the McFadden Bill, while 
allowing the development of branch banking within 
American cities under certain restrictions, made no 
provision for furthering it in the country, although its 
advocates were ultimately obliged to drop the sections 
which had undertaken to pledge in advance that there 
should never be any further enlargement of the branch 
banking system under the National Banking Act, no 
matter what might be done by the legislatures of the 
several States in revising their various banking laws. 
Since the adoption of the McFadden Bill the growth 
of branch banking within cities has not been as great 
as had been expected, and yet a total of some fifty 
branches has been established in some ten or twelve 
cities. Figures are not yet final, since various bank 
expansion programmes are still tentative and incomplete. 
Remembering that American cities are often very large 
in area, many small suburban villages frequently being 
technically included, the experience is instructive, even 
though as yet small in scope. Undoubtedly the scope 
of the movement thus far is disappointing. One interest- 
ing phase of the situation which is coming more and more 
to the front as the result of experience, is seen in the 


Teer months which have elapsed since the adoption 
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fact that the question of branch banking is, after all, 
being recognized as a problem of competition. The 
question now raised is whether a branch of a city bank 
can, in fact, be more successful and economical than an 
independently organized bank in the same locality. On 
this whole question, fortunately, studies of banking cost 
that have been in progress at Federal Reserve banks 
during the past few years provide a very valuable back- 
ground ; and these studies are now being given a new 
breadth in view of the interest in bank costs aroused by 
the branch problem. 

In reviewing this work of the Federal Reserve banks, 
as to member bank costs, some of the results of which 
for the past year have just been made public, it is interest- 
ing first of all to note the classifications that have been 
adopted and methods pursued. The New England dis- 
trict, which includes several of the older States, may be 
taken as typical of the others. The studies made for 
the purpose of cost analysis have included two types of 
classification—first, a grouping of expenses and incomes, 
the second a grouping of banks according to size. The 
grouping of expenses and incomes now used includes 
composite figures showing (1) interest and discount 
earned; (2) total earnings; (3) salaries and wages; 


— 


(4) interest and discount on borrowed money ; (5) interest 
paid on deposits; (6) taxes; (7) total expenses; (8) net 
sarnings ; (g) recoveries on charged-off assets ; (10) losses; 
(11) loans and discounts, securities, and totals; (12) net 
addition to profits from operations. Under the head 
of “ ratios’ that have been computed are usually given 
(1) total expenses to total earnings; (2) capital, surplus 
and undivided profits to gross deposits; (3) net earnings 
to capital, surplus and undivided profits ; (4) net earnings 
to capital, surplus, undivided profits, and gross deposits. 
Classification of banks according to size includes usually 
five or six groups based on resources. The largest 
takes in those under $500,000, the second those under 
$1,000,000, the third those under $2,000,000, the fourth 
those under $10,000,000 and the fifth those under 
$100,000,000, while a sixth group is made up of very 
small banks—those of $250,000 and under. In some 
parts of the country, a beginning has been made and some 
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classifications designed to show differences in operating 
expenses between so-called “unit banks” and banks 
with branches. As a result of studies carried on along 
the lines just indicated (and including only the member 
banks in each of the districts where the work is being 
prosecuted, usually about one-third of all banks) the 
general tendency and movement of bank expenses and 
profits is being much more closely ascertained than ever 
before in the United States. 

One of the interesting sets of results which is being 
shown by this investigation of the banking costs is the 
difference in operating expense between large and small 
banks. With few exceptions, the ratio of total current 
expense to loans and investments is lowest in the small 
banks and increases with the size of the banks. In the 
four-year period, 1923~—20, in the New York district, total 
expenses ranged from an average of 6°r per cent. of gross 
earnings in some of the smaller banks to over 75 per cent. 
in some of the larger groups. As the ratio of gross 

earnings to loans and investments is generally higher in the 
smaller than in the larger banks, and that of expense 

generally lower, it follows that net earnings frequently 
show the highest ratios in the groups of smaller banks, 
decreasing with the size of the banks in the respective 

groups. As a rule dividends paid are relatively higher 
in the smaller than in the larger banks, but net losses 
charged off are generally comparatively low in the small 
banks. The proportion of net earnings carried to reserve 
is accordingly higher as a rule in the smallest banks. The 
latest figures show a percentage of 29°I per cent. of gross 
earnings available for distribution before recoveries, 
charge-offs, and dividends, for all banks, while in the 
smallest group the figure is 28’9, and in the largest, 27°9. 
It must not be inferred from these conclusions that the 
smaller banks are more profitable than the larger ones, 
although such an inference might appear to be indicated 
by the surface factsin the case. There is a great difference 
between the various groups in respect to the relative 

amounts of time and demand deposits, a fact which has a 
very direct bearing upon operating cost. Some of the 
largest banks have “of recent years transferred so large a 
proportion of their deposits from demand to time, with 
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corresponding increase of interest charges, that their 
expenses have been very greatly increased. Total ex- 
penses are on the whole highest in the banks of middle 
size, and net earnings are correspondingly lower. 
Comparing the Western and Eastern regions so far as 
practicable, very considerable differences in expenses and 
earnings are also to be noted. In the middle west and 
south, ‘where failures have been numerous in past years, 
and where losses to all banks have been fairly large, the 
general character of the situation is very unfavourable i in 
comparison with eastern conditions. Expenses have also 
proven to be very heavy in the west and south, particularly 
in the item of interest on deposits. Thus, although gross 
earnings are in many cases higher in the west and south, 
large charge- offs in the books on account of losses and 
heavy costs of operation have made the ratio of earnings 
low in a number of States, and have given the whole 
western banking situation an unfavourable aspect, which 
perhaps would not be warranted if conditions could be 
compared over a larger number of years, thereby eliminat- 
ing purely seasonal year-to-year fluctuations. Special 
studies of costs in Chicago banks have lately been made, 
and show that some are on a very high basis of earnings, 
the percentage reported (stated in comparison to book value 
of assets) running as high as 16 per cent. or more and being 
seldom below 74 per cent. As compared with nominal 
capital the percentages were of course immensely higher. 
In making comparisons between “ unit banks ’”’ and 
banks operating branches the figures are still incomplete 
and unsatisfactory, yet, so far as they have been compiled, 
they appear to show that through the establishment of 
judiciously managed branch systems, it is entirely possible 
to reduce the expenses and expense ratios of medium- 
sized banks to a level practically corresponding with that 
of the larger banks, while as between the larger banks with 
and those without branches the difference is not material. 
Thus far, however, American management of branches is 
not altogether efficient, the result being that the losses 
taken by branch bank systems have been proportionately 
heavier than those of large unit banks with the result that 
the amount carried to reserve is relatively lower. All 
these factors and results of statistical analysis are playing 
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their part in influencing very profoundly the policies 
pursued by banks in developing branch systems, and in 
approximating more nearly to what they consider the 
methods of operation which have been employed in Euro- 
pean countries. There is undoubtedly a question in the 
minds of not a few bankers as to whether they will be well 
advised to attempt a general expansion of the branch 
system without using very great care in organization and 
in selecting their fields of operation. It must be borne 
in mind that the United States is well provided with 
banking offices. The question in every case is thus 
whether the branch of another bank can do the work of 
a given community more cheaply and more satisfactorily 
than the independent or unit bank. In some cases it 
undoubtedly can succeed in such an endeavour. In 
other cases the prospects of its success are somewhat 
doubtful. Unquestionably the competition between large 
and small banks is likely to be a good deal intensified as 
a result of the recent legisl ition, and in consequence there 
may be expected to develop a very much closer and better 
standardization of pay for officers and employees as well 
as of methods, and broader systematization of internal 
organization. There are a good many communities in 
which the local bank « - banks have for a long time 
been granted a kind of " artial monopoly through refusal 
on the part of the banking authorities to grant charters 
to would-be institutions which would like to open in such 
places. Such protection is oftentimes obtained through 
the influence of national or State legislators who succeed 
in inducing the banking authorities to decline the applica- 
tions of proposed groups which would like to go into the 
banking business. Inasmuch as branch banking under 
the national system is not permitted outside of the city 
in which a parent bank is organized, while among the 
several States branch banking is frequently either limited 
or entirely prohibited, not a few small institutions have 
enjoyed a kind of monopolistic protection in the ways 
just indicated. This condition of affairs is, however, 
approaching an end. 

One of the factors of bank costs in the United States 
which has been most discussed in recent years is found 
in the establishment of unremunerative service depart- 
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ments. These service departments are really little more 
than means of advertising the bank in question, since in 
a good many cases the work that they do has no necessary 
relation to the operations of the bank and does not 
represent any expansion of its actual banking transactions. 
Among service departments of this kind may be found 
some which deal with general reports on credit conditions, 
others which are rez uly local offices for the purchase of 
paper, securities, and the like for correspondents and 
clients (often without definite or at least adequate 
remuneration), and research or investigation departments 
whose attention is devoted to analysis of ‘‘ general business 
conditions,” the results thereof being from time to time 
published or handed to newspapers for such use as they 
may see fit to make of them. Of late years, and par- 
ticularly within the past year or two, there has been a 
distinct tendency away from unremunerative service 
departments, and a good many banks which have in the 
past maintained one or more of such bureaux or offices 
within their organization have now discontinued them. 
In other cases, the staff of the less remunerative depart- 
ments has been cut down to a skeleton basis and the 
work undertaken has been correspondingly lessened. 
This is particularly true of the research and investigation 
phases of the be inks’ activity, although it remains true 
that a good many institutions maintain in their service 
so-called “‘ economists,’ who devote themselves to the 
preparation of pamphlets and addresses relating to general 
public questions, or in some cases spend their time in the 
analysis of banking figures and the preparation of business 
‘forecasts’ designed to show presumed relationship 
between credit and the actual volume of trade. 

The new business department has also proven in a 
good many instances a very costly phase of bank activity, 
and is one which has not yet found a definite position 
as a recognized element in banking organization. In 
not a few of the larger city banks, however, the new 
business department is maintained on a basis of sub- 
stantial size and activity, with a corps of employees whose 
duty it is to keep the bank in touch with possible cus- 
tomers and to find new openings for business wherever 
practicable. Obviously a great deal of the time of such 
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a staff is devoted to direct solicitation of accounts, and 
in such solicitation the work of the representative is 
devoted to placing before the prospective customer the 
advantages to be expected from relationship with the 
bank in question. In a good many cases this solicitation 
unfortunately develops into a discussion of the question 
whether a “‘line of credit ’’ can be expected by the 
customer, and, if so, how large a line and under what 
conditions it would be extended. Not infrequently this 
leads to negotiations in which the credit department of 
the bank plays a part with a view to ascertaining the 
extent of the prospective credit that may be granted to 
such a customer should he transfer the whole or part of 
his business to the bank which is soliciting it. A chief 
test which is now habitually applied by American banks 
to the efficiency of solicitation of the new business depart- 
ment is the volume of deposits directly obtained through 
it. The basis upon which accomplishment is estimated 
is furnished by the total of deposits which are “ held ”’ 
or retained on the books for a specified period. For the 
purpose of getting at an estimate of this figure various 
methods of computation are employed, the commonest 
being the result of a rather complex computation of 
average daily (collected) balances over a specified period. 
The method, however, like most others, is open to 
considerable criticism. 

Granting, however, that a given nominal amount of 
deposits has been demonstrated to be the resuit of the 
efforts of “‘ new business men,”’ the worth of such deposits 
immediately becomes a matter of consideration. There 
is difference of opinion as to what the value to a bank of 
a given quantity of deposits on its books may be, but the 
prevailing estimate of a good many bankers within recent 
years has been fixed at ‘about 2 per cent. It should be 
added that this is regarded as a maximum, and that in 
saying that a bank is willing to pay 2 per cent. for its 
deposits the statement is always taken to cover expenses 
of every kind involved in the promotional campaign, 
including not only the actual salaries of salesmen but also 
the overhead cost of the new business department, and 
in some cases advertising and some other expenses that 
are connected with the getting of new business. Unusual 
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or exceptional advertising campaigns would not, of course, 
be included in such estimates, because they represent as 
a rule special undertakings of various kinds. The 
regular advertising appropriation which goes on from 
year to year upon practically a uniform basis would, 
however, be regarded as constituting a legitimate part 
of the expense of operating the new business department. 
In general, the service departments, new business depart- 
ment, taxes, and in some cases overhead expenses, in- 
cluding fees to directors and other matters of the same 
kind, are not included in current analyses of banking 
costs carried on by individual institutions on the basis 
of their own experience. The study that has been given 
to the subject of them has related primarily to the 
performance of routine bank operations, the expense 
involved including the cashing and clearing cheques, in 
carrying required reserves against deposits, and in 
making regular credit investigations as a part of the 
regular business of banking. On the other hand, the 
attention that has been given to the general subject in 
recent years by Federal Reserve banks and by Comp- 
troller of the Currency as well as by the Federal Reserve 
Board has centred chiefly upon expense analysis and 
operating ratios, in which all actual cash disbursements 
for expenses of every kind are included. 

The whole situation with respect to bank costs has 
been undergoing very careful study at the hands of a 
committee of the New York State Bankers’ Association, 
and the president of that association has lately made 
known the results of this inquiry as carried on by himself 
and his associates during the year 1926. As a result, 
he is inclined to emphasize the necessity of abandoning 
services that do not pay for themselves, and of getting 
the banks to accept a definite business basis in which 
they see to it that each customer’s account is self-sus- 
taining at least, and profitable if possible. The investi- 
gation estimates the cost of collecting an “item” at 
about 3°8 per cent. which is probably the highest figure 
that has gained currency in that connection for a good 
while. The estimate is reached by making an allocation 
of a good many items that had previously not been 
regarded as assignable to deposit operations at all. 











AMERICAN BANKING COSTS 1I7 


However the conclusion regarding the limitation of 
banking service may be arrived at, it is undoubtedly a 
fact that the general trend of opinion among American 
bankers is more and more toward the elimination of 
much of the overgrowth which has been taken on by the 
banks during the war and in subsequent years, and of 
limiting themselves much more strictly to purely 
remunerative operations. 

Undoubtedly the growth of branch banking is largely 
a development which has taken place in consequence 
of the belief that so-called unit banking was more 
expensive than it ought to be, and that more economical 
expansion of deposits savings could be effected through 
the introduction of the branch system. Even though 
the facts which have been brought out thus far during 
the current analysis of branch bank costs do not seem to 
prove definitely the greater superiority of branch banking 
from the cost standpoint, there remains the higher possi- 
bility of effective management and oversight, while the 
limited studies thus far made at all events fail to disclose 
anything that would legitimately indicate a disadvantage 
due to greater costliness on the side of branch banking. 

It may be fully expected, therefore, that the branch 
bank discussion in the United States will probably in the 
near future assume a less “ political’’ phase and will 
begin to concentrate upon the two phases of cost and 
management, the expansion of branch banking depending 
largely on the results that can be shown in these two mat- 
ters, as compared with the results to be had in unit 
banking. A good while will necessarily elapse before 
conclusive results can be said to have been ascertained 
in either particular, partly owing to the great difference 
of conditions in different parts of the United States, their 
returns therefore being not exactly comparable one with 
another, but partly owing also to the necessity of en- 
deavouring to compare expenses and conditions of unit 
banking in certain regions with branch banking and 
others. As already indicated, the lack of cost statistics 
upon a satisfactory and comparable basis is a great 
obstacle to the attainment of definite results and is likely 
to continue to be so for some time to come, although 
real progress is being made in correcting it. 
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The Finances of France 
By Joseph Caillaux 


T the moment of writing the results of the {big 
consolidation loan are unknown. The subscrip- 
tions were open until July 23, and several days will 

be required to collate them. So far we have only had 
rumours, far from optimistic, indeed, but they are only 
rumours, and the final result may still refute them. 

The Budget for 1928.—Towards the end of last month 
the Minister of Finance published a bill containing the 
estimates for the general budget for the period 1928. 
The following is a summary of the estimates : 

Francs 
Receipts ‘ oe 42,160,682,651 
Expenditure aie os <i i -- 41,527,952,171 


Surplus oe oe ee oe oi 632,730,480 
— 


We will deal later with the question of the balance and 
the surplus, and begin with an analysis of expenditure. 

Increase of Expenditure-—Expenditure has increased 
by 1,986 million, compared with the budget of 1927. 
This general increase represents even larger increases on 
individual items, offset by economies in other directions. 

The salaries of civil servants have been increased by 
1,100 million, the pensions of war victims by 664 million, 
and readjustments of old and new civil and military 
pensions have entailed an increase of 650 million. 

3ut the largest increases are due to the army and navy. 
The budget of the Ministry of War has increased by about 
1 milliard, and for the navy by 709 million, including 633 
million for carrying out a part of the new naval programme 
and for the supply of war material. 

To offset an increase in expenditure of 4,123 million, 
the Finance Minister has had recourse to two operations. 

Reduction of Expenditure.—First of all he has reduced 
by 1,974 million the allotment for the service of the con- 
solidated debt and the short-term debt. The service of the 
foreign debt, and of the loan for guaranteeing the exchange, 
has been calculated on the basis of 125 francs to the £ 
instead of 150. This has resulted in a saving of 375 million. 

The 490 million allotted in the 1927 Budget to fur- 
nish the independent sinking fund with the necessary 
resources for the service of the National Defence Bonds 
have been suppressed. 

Finally, the 833 million set aside in 1927 as a “ pro- 
vision of the cost of the external debt not covered by 


‘ 
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special receipts’ have also been suppressed, which 
signifies the hope that the receipts from the Dawes Plan 
will increase in proportion. 

One cannot deny the Ministry of Finance the right to 
calculate the service of the foreign debt on the basis of 
125 francs to the £, provided that it recognizes that there 
is an element of risk in such a calculation at a time when 
we may learn at any moment that there is a deficit in our 
international balance of indebtedness, and provided that 
the surplus is large enough to meet contingencies. The 
report on the estimates shows some preoccupation on 
this account, since it contains the phrase “ The future itself 
of our currency still seems uncertain,’ but as we shall 
see later this hesitation is not reflected in the figures. 

It is difficult if not impossible to criticize the legitimacy 
of the suppression of the 490 million allocated to the 
independent sinking fund, since the position of this fund 
has not been revealed by any published balance sheet. 

The same uncertainty is created in respect of the 
increase in receipts expected from the Dawes Flan. The 
Finance Bill for 1928 takes for granted the solution of the 
extremely complex problem of deliveries in kind and 
their application without throwing any light upon the 
solution contemplated. 

Estimated Receipts.—Apart from the reduction in 
expenditure which the future alone can justify, the budget 
for 1928 anticipates an increase in receipts of more than 
2 milliards. In accordance with precedent the fiscal 
yield has been based upon that for 1926, with a Teduction 
of 390 million “in order,’ says the report, “to allow 
for the effects which the slight crisis occurring at the 
beginning of the year may have had upon the profits 
of industry.’ Was the crisis in fact really “slight”? Is 
390 million sufficient to cover the effect upon the yield of 
taxation ? It is impossible to say, but it appears that 
French trade was hit harder than was supposed. It is 
no secret that our industry is at the moment slackening ; 
and the signs on the Bourse, a rather sensitive index of 
the economic situation, are by no means favourable. 

Thus the estimates for receipts as well as those for 
expenditure are liable to modifications in practice which 
may endanger the equilibrium of the budget. 

The Balance.—As we said at the start, the anticipated 
surplus is 632 million. This figure is quite provisional, 
since it is called upon to cover not only the proposed 
increases of salary for certain civil servants, but also the 
surcharge on the budget which will be created by the 
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new loans in Rentes and 6 per cent. redeemable obliga- 
tions. It is generally accepted that on the full account 
the estimated surplus will scarcely exceed 200 million, 
i.e. + per cent. of expenditure. 

Taking into consideration all the uncertain elements 
enumerated above, we can regard the margin as very 
for slender, and it is to be wished that the budget account 
1928 showed a larger reserve against inevitable surprises. 

Monetary Stabilization.—It is evident that the situa- 
tion would be clarified if the Minister of Finance decided 
upon the legal stabilization of the currency. 

The business world in general considers that the 
necessary conditions to permit this operation to be 
carried out without danger are fulfilled; others think 
that the rate of the franc should only be fixed legally on 
two conditions. It is necessary first of all that the ad- 
vances of the Bank to the State, at present “in the air,” 
should be either consolidated or covered by reserves of 
gold or foreign currency. It is equally necessary that the 
question of inter-Allied debts should be settled. 

Doubtless it is with the object of consolidating the 
advances that M. Poincaré has issued the loan now on 
offer, but to achieve this the subscriptions would have 
to attain a gigantic figure, which they cannot possibly 
reach, but which alone would permit full repayment of 
the Bank’s advances. 

It would be quite simple, it is true, to do what the 
experts had advised—to obtain external credits which 
would guarantee the uncovered part of the Bank’s loan 
to the State. This was the policy of the preceding Minister 
of Finance, but it is not that of M. Poincaré. His pre- 
decessor also desired the Chambers to approve the agree- 
ments made with England and America. The present 
President of the Council, while provisionally carrying 
out the agreements with London and Washington, is not 
anxious to submit them for ratification, and it is quite true 
that he would have difficulty in obtaining the approval 
of Parliament for the Franco-American agreement after 
all that he has said or caused to be said about it. 

Unless therefore the Minister of Finance adopts the 
view of business men who consider that stabilization can 
take place without a preliminary regulation of the Bank’s 
advances to the State and of external debts, there can be 
no question of a definitive and legal fixing of the rate of 
the franc. But it seems certain that the Bank has the 
necessary power now to maintain the existing relations 
between the pound, the dollar, and the French currency. 
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Parliament and Super-Tax 
Evasion 


The Financial Aspects 
By the Right Hon. William Graham, LL.D., M.P. 


Chairman of the Public Accounts Committee, House of Commons, formerly 
Financial Secretary to the Treasury. 


clause 31 of the Finance Bill 1927 (formerly 

clause 29) would have been avoided by a more 

definite effort to place the problem of super-tax evasion 
in its historical setting. For this problem has not de- 
veloped overnight. It has grown ; and the growth has been 
accelerated by the weight of direct taxation as a whole. 
Originally super-tax applied only to incomes of 
£5,000 per annum and over. For present purposes the 
review may be confined to the period between I915 and 
1925-26. In the former year incomes chargeable had to 
exceed £3,000 per annum; in 1918-19 that limit was 
reduced to £2,500; while in Ig20—21 it was further re- 
duced to £2,000, at which point it has since remained. 
On the first £500 of excess over the £2,000 limit super-tax 
is imposed at the rate of gd. in the pound, rising steadily 
to 6s. in the pound when the income for super-tax pur- 
poses exceeds £30,000 per annum. The net receipts from 
super-tax have risen from £16? million in 1915-16 to 
nearly £68 million in the last year for which there are 
analysed figures of the Board of Inland Revenue, namely, 
1925-26. That period includes the artificial prosperity 
of wartime, together with the marked reaction of post- 
war slump—influences which have an important bearing 
on this problem. The Inland Revenue authorities 
remarked that the broad result of the scheme of gradua- 
tion of the income tax, together with the scale of rates 
of super-tax, was to levy an effective rate of tax on each 
pound of actual total income; this involves a gradual rise 
from a fraction of a penny in the pound to a maximum 
rate closely approaching the sum of the standard rate 
of income tax, now 4s. in the pound, and the highest 
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rate of super-tax. Since its introduction the total number 
of super-tax payers has risen from less than 10,000 to 
more than 95,000 at present. But the enormous increase 
in the net receipts suggests clearly the encouragement 
which the mere burden must give to schemes designed 
to facilitate evasion. 

The subject was considered at length by the Royal 
Commission on the Income Tax in 1919. Too little has 
been made of its review and recommendations in recent 
debate. It suggested that super-tax should begin at the 
£2,000 point; it was, however, defined as an additional 
duty to income tax; and the process of assessment under 
the name of surtax has been carried a stage farther in the 
Finance Bill of the present year. All along, however, 
certain differences have been maintained in the adminis- 
tration of this part of the revenue system. The Royal 
Commission concluded that the balance of argument 
pointed to a partial decentralization of super-tax, although 
it recommended certain options for super-tax payers. 
It also urged that the present basis of super-tax liability 
should remain unaltered ; and it thought that there must 
needs be a separate assessment unless the foundations 
of the income tax were modified in a far more radical 
manner than the Commission was prepared to recommend. 
As regards evasion, it recalled that much would always 
depend upon full disclosure of income by the taxpayer. 
If a man were in business for himself, and was required 
in due course to show the amount taxable in his super- 
tax return, he might turn the business into a limited 
company; although still in complete practical control, 
and entitled to probably the whole of the profits, he need 
show only his remuneration as a director and the amount 
he received in dividends. In other words, the Royal 
Commission remarked that while the undistributed profits 
of a private trader or partnership were liable to super-tax, 
if owned by a person who was within the range of the tax, 
undistributed profits of a company were not so liable. 

Clearly this difference of treatment gave certain 
people an obvious opportunity. One-man companies 
were quickly formed. Practically all the shares were held 
by one shareholder. If he could live upon his income from 
other sources it paid him to refrain from declaring a 
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dividend, but merely allow the profits of his company to 
remain undisturbed. The Royal Commission considered 
that the problem could be handled in two ways. In the 
first place, it could be enacted that the undistributed 
profits of a company should be allocated among the 
shareholders and regarded for super-tax purposes as their 
income. Alternatively, the undistributed profits of a 
company could be made liable to a special counter- 
balancing tax. A universal application of either of these 
solutions would be open to considerable objection; at 
that date the Royal Commission fully recognized what 
has been much in the mind of recent critics, that the 
device would apply to cases where there was no reason 
to suppose that any avoidance of super-tax was intended. 
The Commission accordingly recommended that where the 
assessing authorities were satisfied that the profits of a 
company, ora portion of them were retained undistributed, 
or were distributed as bonus shares for the purpose of 
avoiding or diminishing the liability of its shareholders 
to super-tax, the income of those shareholders might be 
treated as if the profits, or a portion of them, had actually 
been distributed as an ordinary dividend. For ail 
practical purposes this recommendation may be regarded 
as the foundation of the Parliamentary and _ public 
controversy of recent weeks. 

In due course section 21 of the Finance Act 1922 
was introduced. In present criticism many of the impor- 
tant elements in that clause, which covers three pages 
of the bound volume of “Public General Acts,’”’ have 
been completely overlooked. Let us pick out the main 
ingredients. First, the section was specifically directed 
to preventing the avoidance of the payment of super-tax 
through withholding from distribution part of the income 
of a company which would otherwise be distributed. 
Secondly, certain duties were laid on the Special Com- 
missioners where it appeared to them that any company 
had not within a reasonable time in any year after April 5, 
1922, for which accounts had been made up, distributed 
to its members in such a manner as to render the amount 
distributed liable to be included in their statement for 
super-tax purposes a reasonable part of its income from 
all sources for the said year or other period. The 
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Commissioners might direct that for the purpose of assess- 
ment to super-tax the said income of the company should 
be deemed to be the income of its members. The amount 
would then be apportioned among the members. That 
was the central provision of the section. But it was 
accompanied by a definite arrangement that in analysing 
this reasonable distribution the Commissioners should 
have regard not merely to the current requirements of the 
company’s business, but also to such other requirements 
as adequate provision for maintenance and development. 
These features remain, although much of the recent 
argument seems to be under the impression that they have 
disappeared. In point of fact, their continued existence 
is the effective reply to the criticism of so-called inroads 
upon legitimate reserves. 

But section 21 of the Act of 1922 did more. When 
super-tax became chargeable under that section in 
respect of the amount of the income of the company, 
apportioned to any member of the company, it fell to be 
assessed upon that member in the name of the company. 
Subject to certain conditions, it was to be payable by the 
company ; and all the ordinary provisions of the Income 
Tax Acts in this matter were applied. The notice of 
charge was served in the first instance on the member of 
the company on whom the tax was assessed. If he did 
not within twenty-eight days from the date of the notice 
elect to pay the tax, a notice of charge was to be served 
on the company. The tax thereupon became payable 
by the company; but the company was not prejudiced 
in its right of recovery from any member who had 
elected but failed to pay the tax by certain dates. Further, 
any undistributed income which had been assessed and 
charged to super-tax under this section should, when 
subsequently distributed, be deemed not to form part of 
the total income from all sources, for the purpose of 
super-tax, of any individual entitled to this consideration. 
Some relief was provided for repayment in cases of 
double assessment. Again, the section applied only to 
companies which had been registered under the Com- 
panies Acts 1908 to 1917; only to companies in which 
the number of shareholders, computed according to 
certain conditions, was not more than fifty; which had 
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not issued any of their shares as a result of a public 
invitation to subscribe; and which were under the 
control of not more than five persons. Various arrange- 
ments were made for the computation of numbers of 
shareholders, including the exclusion of any who were 
merely trustees or nominees for some person otherwise 
owning or beneficially interested in shares in the company. 
Persons in partnership, together with persons interested 
in the estate of a deceased person or in property held 
in trust, were to be deemed to be a single person. These 
arrangements were applied for the purpose of assessment 
to super-tax for the year 1923-24 and any succeeding 
year of assessment. 

It must be remembered that section 21 of the Finance 
Act 1922 was itself in large measure a compromise, as 
the Parliamentary debates attending it clearly reveal. 
On paper its terms appear to be rigorous. In point of 
fact, evasion continued; and within recent years many 
proposals have been made for strengthening the check 
which this legislation attempted. Tlat evasion is still 
practised is made abundantly plain in the Chancellor of 
the Exchequer’s speech of July 4, 1927, in the Committee 
stage of the Finance Bill. Mr. Churchill recalled the 
circumstances which led to the effort of 1922; remarked 
that glaring cases were quite well known to the Inland 
Revenue authorities; and selected certain actual and 
authentic illustrations. The first was that of a firm of 
manufacturers who made in one year a profit of £75,000 
and paid in dividend £3,300. The two people in control 
of the company drew in that year £33,000 in so-called 
loans, on which no interest was payable. The second 
case was that of a textile company. The profits were 
£66,000; the controlling shareholder drew out by way 
of loan £19,000, free of super-tax. In the previous year 
he drew out £54,000 by way of loan, free of super-tax. 
The third case was one of food supply, the profit being 
£9,000 and the dividend paid £700; in this case a loan 
of £6,000 was made to the controlling shareholder. In 
another case the profits were £13,000, the dividend 
£1,000, and the loan £10,000. In the previous year the 
controlling shareholder had drawn, by way of loan, 
£33,000 from the accumulated profits. The Government 
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had therefore plenty of evidence in support of their plea 
that definite steps must be taken to deal with an evil of 
this character, and certainly before it had reached serious 
dimensions. An increasing number of super-tax payers 
were gaining knowledge of the method by which they 
might avoid their obligations to the State; Mr. Churchill 
had everything to gain by making it clear that if the 
Government, having introduced these clauses, were to 
withdraw from their task, tax-evaders would have a kind 
of benediction from Parliament for the widespread adop- 
tion of those practices. And other material is available 
in the “‘ Annual Report of the Board of Inland Revenue.” 
In the current issue a case is quoted in which various 
sums of money were withdrawn from five private limited 
companies by the controlling shareholder and used by 
him for the purchase of premises in his own name. The 
companies had power to advance money on loan, and the 
sums so withdrawn were shown in their books as loans. 
The so-called loans were unsecured and no provision was 
made as to interest or repayment. The Special Com- 
missioners decided that the alleged loans had not been 
made in the course of the business carried on by the 
companies and were not genuine loans, but constituted 
income of the controlling shareholder for purpose of 
super-tax. It was therefore held that there was ample 
evidence before the Special Commissioners to support 
their conclusion of fact. 

Impartial minds will agree that that evidence is 
sufficient to justify the comparatively strict clause, origin- 
ally numbered 29 of the Finance Bill 1927. Ultimately 
it became clause 31. At this stage it is unnecessary 
to recall the details of the recent controversy. It 
is more important to summarize the provisions of 
section 3I as they have been finally embodied in the 
legislation. Be it observed that the Government, instead 
of trying to deal with the problem by looking to sums 
improperly withdrawn from reserves, have built upon 
the foundations of section 21 of the Finance Act 1922. 
In other words, section 31 of the Finance Act 1927 is 
a development of that legislation. The important 
subsection is hardly capable of brief description. In sub- 
stance, however, it will regard as income available for 















PARLIAMENT AND SUPER-TAX EVASION 127 





distribution among the members of the company, and 
not as having been applied or being applicable to the 
current requirements of the company’s business or to 
such other requirements as may be necessary for main- 
tenance and development, any sum expended or applied, 
or intended for that purpose, out of the income of the 
company otherwise than in pursuance of an obligation 
entered into by the company before August 4, I9gI4. 
It points first to a sum devoted towards the payment for 
the business, undertaking or property which the company 
was formed to acquire or which was the first business 
undertaking or property of a substantial character in 
fact acquired by the company. A second element 
indicated in these conditions is any sum expended in 
redemption or repayment of any share or loan capital or 
debt issued or incurred in or towards the payment for 
any business undertaking or property. The third element 
is any sum expended in meeting any obligations of the 
company in respect of the acquisition of any such business 
undertaking or property. The fourth is any sum expended 
or applied or intended to be applied in pursuance or 
in consequence of any fictitious or artificial transaction. 
To these provisions Mr. Churchill added on the Report 
stage a further clause stating that the addition to the 
legislation of 1922 should not operate so as to make that 
section apply as respects any company unless it appeared 
to the Special Commissioners not only that income of 
the company had been or was to be expended for one or 
more of the purposes mentioned in this paragraph, but 
also that the company had not in fact distributed a 
reasonable part of its actual income in such a manner as 
to render the amount distributed liable to be included 
in the statements to be made by the members of the 
company of their total income for the purpose of super- 
tax. That was supplemented by the acceptance of a 
private member’s proposal that the leading part of the 
legislation of 1922 should have effect as if after the words 
“apportioned among the members ”’ there were inserted 
the words “‘ and super-tax shall be assessed and charged 
under the provisions of this section in respect of the sum 
so apportioned after deducting in the case of each member 
any amount which has been distributed to him by the 
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company in respect of the said year or period in such 
manner that the amount distributed falls to be included 
in the statement of total income to be made by that 
member for the purpose of super-tax.”’ 

There are other safeguards which so far have been 
insufficiently appreciated. For example, clause 31 in- 
cludes a proviso that the 1922 legislation shall apply 
to any company which is under the control of not more 
than five persons and which is not a subsidiary company 
or a company in which the public are substantially 
interested. Definition is offered of the term subsidiary 
company. Explanation is also given of the conditions 
on which a company shall be deemed to be a company in 
which the public are substantially interested. In this 
case the arrangement is the presence of shares carrying 
not less than 25 per cent. of the voting power which have 
been allotted unconditionally to or acquired uncondi- 
tionally by, and are at the end of the year or other period 
for which accounts are made up, beneficially held by the 
public (excluding a company to which the provisions of 
this proposal apply), such shares having in the course of 
such year or other period been the subject of dealings 
on a stock exchange in the United Kingdom with official 
quotation. The expression company means a company 
within the Companies (Consolidation) Act, 1908. 

At this point the Chancellor of the Exchequer made 
an addition to the Act providing for somewhat greater 
convenience as to the date on which income apportioned 
to a member of the company for this purpose had been 
received; he made it generally the date to which the 
accounts of the company for the year or period were 
made up. The broad object was to avoid as far as 
possible the inclusion, for the purpose of super-tax for any 
year, of income referable to more than one year. It is 
unnecessary to pursue the other details of the new clause, 
which itself covers more than five pages of a Parliamen- 
tary Bill. The most important element is the concession 
of a right to the directors of a company to make a statu- 
tory declaration setting forth the facts and circumstances 
on which their opinion is based, that opinion being that 
there has not been and will not be any avoidance of the 
payment of super-tax through failure to distribute to 
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the members of the company a reasonable part of its 
income for that year or period. The Special Commis- 
sioners shall not, unless they see reason to the contrary, 
take any further action in the matter where such statu- 
tory declarations are lodged. If they see reason to the 
contrary they shall send to the Board of Referees a 
certificate to that effect, together with the statutory 
declaration ; at the same time copies of the certificate 
and statutory declaration will be transmitted to the 
Commissioners of Inland Revenue for further proceedings. 

These, then, are the main outlines of this controversial 
section. Shortly stated, the position is that the safe- 
guards against the evasion of super-tax by failure to 
distribute an adequate portion of the profits of certain 
classes of companies embodied in the legislation of 1922 
have been extended. But the effort still applies in the 
aggregate to only a very limited part of the industrial 
or commercial field. The overwhelming majority of 
companies, as the phraseology of the section clearly 
indicates, remain outside of its jurisdiction, mainly 
because their circumstances are such that questions of 
evasion of this character cannot arise. Mr. Churchill 
indicated that the alternative of looking to the sums 
improperly withdrawn from reserve would occasion even 
greater technical difficulties than are involved in the 
present proposal. That course has apparently been 
considered by the Board of Inland Revenue. Certainly 
the Royal Commission on the Income Tax in 1920 made 
a recommendation which was on the lines of the 1922 
legislation and its present development. But the Chan- 
cellor of the Exchequer has placed the services of his 
officials at the disposal of any group of business men, 
Parliamentarians or others, who wish further to discuss 
this problem during the present financial year. If in the 
course of that period they can work out a better method 
of dealing with the difficulty it will presumably be 
favourably considered when the Finance Bill of 1928 
is under consideration. There is, therefore, ample 
opportunity for all of us to protect the public against the 
manifest evasion which has been true of recent times 
and also to avoid hardship for what may be in every way 
prudent and honest business procedure. 













































THE BANKER 
A Banker’s Diary 
Mid-June to Mid-July 


On June 27 a discussion was raised in the House of 
Commons regarding the proposal made by the Rt. Hon. 
Reginald McKenna in his speech to the 
Banking shareholders of the Midland Bank on 

t enebd January 28 that an expert inquiry should 
be conducted on the subject of “the 

theoretical basis and practical technique of our credit 
and currency system.”’ The Chancellor of the Exchequer 
reiterated the Government’s decision, first communicated 
in answer to a question in the House on February Io, 
not to initiate such an inquiry; at the same time he 
delivered a brief résumé of the Government’s monetary 
policy and the results of the steps taken in pursuing it. 
Two days later there appeared in the press a statement, 
issued on behalf of Mr. McKenna, replying on certain points 
of fact to the Chancellor’s speech and emphasizing again 
the need for an inquiry on the lines originally suggested. 


AT the beginning of July the Governors of the Federal 
Reserve Bank of New York, the Bank of England, and 
the Reichsbank and the Deputy-Governor 
—— of the Bank of France met in New York 
Cigna and Washington in pursuance of the 
plan of holding periodical private central 
bank conferences. The Chancellor of the Exchequer, in 
the speech mentioned above, referred to the conference 
as the first at which all these four great central banks 
would be represented. It is supposed that questions of 
gold movements, whether incidental to the operation of 
the gold standard or other causes, occupied a large place 
in the discussions, but no official statement as to the 
conclusions arrived at has been issued. 


A CONFERENCE of representatives of the Commonwealth 
and the various States met at Melbourne on June 16 to 
‘ i discuss proposals put forward by the Com- 
Pinna ono monwealth Government for a revision of the 
financial relationships with the States. The 


general principles of the scheme were agreed to by the 
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States on June 20, and the Commonwealth was to 
present a formal agreement for submission at a later 
conference. The main features of the plan are as follows: 
The Commonwealth is to take over all the public debts 
of the States and to contribute a fixed sum towards the 
interest thereon. Properly safeguarded sinking funds are 
to be established, and to these also the Commonwealth 
will contribute. All future borrowing on behalf of both 
Commonwealth and States, as well as management of 
the debt, is to be undertaken by the Australian Loan 
Council. A referendum will be necessary to render 
these arrangements permanent; meantime a temporary 
agreement is being put forward. The first public 
borrowing transaction under the new scheme took the 
form of a loan of £7,000,000 in the London market, the 
lists being opened on July 6. While issued by the 
Commonwealth, the proceeds of the loan are to be used 
partly for State purposes. 


For some time past negotiations have been proceeding 
with a view to the flotation of an external loan of 
. $60 millions on behalf of the Polish Govern- 
| asa ment. On July 6 an agreement was reached 
inance “9 Y 
for the issue of the loan as soon as con- 
ditions in the American market are considered favourable. 
Meantime a preliminary advance of $15 millions has been 
arranged, to be repaid out of the proceeds of the loan. 
In addition various central banks, including the Bank of 
England and the New York Federal Reserve Bank, are 
understood to have agreed to rediscount bills of the 
Bank of Poland up to sums aggregating $20 millions. 
The loan is required for purposes of exchange stabiliza- 
tion at about the existing level, in accordance with the 
recommendations of the Kemmerer Commission. 


In accordance with arrangements made with the League 
of Nations last December, the Free City of Danzig issued 
a 63 per cent. loan aggregating {1,900,000 
in London and Amsterdam. The London 
portion, £1,520,000, was offered on June 28 
at a price of g1, but of this amount German and Polish 
banks took £380,000. As usual with loans raised under 
League auspices, a charge was given over specific 
sources of the City’s income, and a trustee for the 


Danzig 
Finance 
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bondholders was appointed by the League. The proceeds 
of the loan were to be used to meet payments to the 
Conference of Ambassadors for costs of allied occupation 
and to the Reparation Commission under the Treaty of 
Versailles, to finance the construction of houses, and to 
repay floating debt. 


THE Council of the League of Nations has given pro- 
visional approval of the plan for reorganization of Greek 
finances aided by an external loan of 
bevel £9 millions to be issued in the autumn. 
The loan is to be utilized in equal parts for 
three purposes : refugee settlement, the covering of past 
deficits, and the redemption of part of the State debt to 
the National Bank. This, together with credits to be 
opened in favour of the Bank, is expected to secure 
definitive stabilization of the exchange at a devaluated 
level. Before finally passing on the loan, at its September 
meeting, the League is to be satisfied that the Greek 
Government is taking adequate legislative steps for the 
reorganization of the National Bank along modern 
central banking lines and for permanent stabilization of 
the exchange. 


ACCORDING to the statistics compiled by the Midland 
Bank, the amount of new money raised in the capital 
market in the first six months of the year 

P ; ‘Was higher, at £160 millions, than for any 

on equal period since the first half of 1922. 

The figure for the first six months of 1926 
was £132 millions. Overseas issues formed an unusually 
small proportion (35°6 per cent.) of this year’s total. 
The United Kingdom absorbed {£103 millions (cf. £684 
millions in the first half of 1926), other parts of the British 
Commonwealth of Nations £35 millions (cf. £33 millions), 
and foreign countries {£22 millions (cf. £30} millions). 
Industrial undertakings of all kinds, as opposed to 
governments, municipalities, public boards and railways, 
accounted for £98 millions of this year’s total (cf. 
£724 millions). 

The month to mid-July was characterized by the 
issue of a number of foreign loans, which were accorded 
substantial over-subscriptions. Estonia, the Free State 
of Saxony, the Free City of Danzig, the Municipality 
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of Berlin, the Municipal Mortgage Bank of Finland, and 
the Counties of Hungary issued loans during this period. 
The Commonwealth of Australia (see note above) issued a 
5 per cent. loan at 98, of which nearly nine-tenths was 
left in the hands of underwriters. Several industrial 
issues met with a good response, and the capital of two 
new financial trusts was over-subscribed. A _ shipping 
company made an issue under a Northern Ireland Trade 
Facilities Act guarantee. 












On June 22 the National Bank of Belgium reduced its 

discount rate from 5$ to 5 per cent. The Imperial Bank 

Bank Rate 0f India lowered its rate by one to 5 per 
Changes’ cent. on June 23. 







Banking Appointments 





Sir Guy Granet, G.B.E., of Messrs. Higginson and 
Company, has been elected a director of Lloyds Bank, 
Limited. Sir Guy Granet has been chairman of the 
London Midland and Scottish Railway since 1924, but 
owing to great press of business he has arranged to 
relinquish that office before the end of this year. He is 
a director of the Central Argentine Railway, the Dunlop 
Rubber Company, the Provident Mutual Life Assurance 
Association, and a member of the London Committee of 
the Imperial Ottoman Bank. 

Colonel the Hon. Sidney Cornwallis Peel has been 
elected a director of the Westminster Bank. Colonel 
Peel is the chairman of the London Committees of the 
Agricultural Bank of Egypt and Mortgage Company of 
Egypt, chairman of the National Discount Company, and 
a director of Messrs. S. Japhet and Company, Limited. 

Colonel W. G. Johns has been appointed a general 
manager of Lloyds Bank, Limited. 

Mr. Rudolph de Trafford has been admitted into 
partnership with Messrs. Higginson and Company. 

Mr. John C. Denison Pender has been elected to a 
directorship of the National Provincial Bank. 





















We regret to announce the death of Mr. W. H, 
Hustler, a director of the Bank of Liverpool and Martins. 
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Banking as a Career 
By Claude Luttrell 


subject must be approached: that of the young 

man who enters a bank after a public-school and 
Varsity education at the age of say, twenty-two, and 
that of the boy who enters at the age of seventeen after 
completing his commercial education at a grammar 
school. 

I will take the case of the public-school boy first. 
There is no getting away from the fact that in these days 
a banking career does not appeal to young men who have 
not completed their education at school and ’Varsity 
till some five years after the majority of bank clerks have 
started to learn their banking duties; the reasons for 
this are fairly obvious: the young man who has taken 
a good degree at the ’Varsity does not relish the prospect 
of spending several years at routine office work which is 
much more capably performed by the boy with a com- 
mercial education and some five years his junior; looking 
ahead he sees that the age when he can retire on a full 
pension, that is after forty years’ service, will be sixty-two 
as against the age of fifty-seven at which the clerk who 
enters the bank’s service at seventeen can claim his 
pension. Or take the case of the young man who has done 
very little work at the ’Varsity and been brought up to 
a life of hunting and shooting; at the age of twenty -two 
he is told he must do something to earn his living, but 
the prospect of acting as “fag” to a clerk who may 
chance to be the son of one of his father’s tenants naturally 
does not appeal to him. 

Some forty years ago this class of young man entered 
a bank with the reasonable expectation that he would 
some day become a director, and in the meantime, after 
a few years of necessary drudgery in going through the 
mill, he would be appointed manager of a country branch, 
where he could combine the duties of banking with the 
sporting life of a country gentleman. 


‘. -“~ are two points of view from which this 
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The absorption of the old country banks by the 
‘“ Big Five”’ has knocked all this on the head; bank 
salaries have increased very largely, and the sys stem of 
paving a bank manager a purely nominal salary on the 
understanding that he can hunt or shoot as often as he 
likes is now quite obsolete. 

It was no doubt a very attractive outlook for the 
young man of good family, whose relatives were on the 
board of a country bank, to enter a bank well knowing 
that if he showed a moderate grasp of banking business 
he would without undue delay find himself a manager 
and eventually a director with plenty of time and “ oa 
tunity for indulging in his favourite sports as well a 
taking a share in the conduct of county business. 

The hereditary principle prevailed in those days, and 
the son or nephew of a director who entered the bank 
could generally rely on being elected to the vacancy 
on the board when the relative died or resigned. 

That some of these men turned out “ duds” in no 
way affects my argument that the prospect of a seat on 
the board was a great inducement to the son of a country 
gentleman to choose banking as a career 

The young man who enters a bank in these days must 
make up his mind that it is only through his own grit 
and business ability he can work his way to the top of 
the banking tree; he may become a general manager 
or the manager of one of the large and important branches 
with very heavy responsibilities and a salary commen- 
surate therewith, but he may be quite sure that his 
promotion to these high posts will be solely due to his 
own ability and that neither favouritism nor nepotism 
will influence the directors of the big modern banks when 
they sanction his appointment. 

Now I will take the case of the boy who enters the 
bank at the age of seventeen; we will assume that he 
has obtained his school-leaving certificate and has good 
credentials from the headmaster of his school. 

He commences his duties as junior clerk, and if he is 
lucky enough to be posted to a small country branch he 
will soon get an insight into the general work of the bank 
and will hav e many more opportunities of picking up the 
duties of the clerks on senior posts than he would if he 
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were relegated to the junior’s desk at a large office; in 
either case he will have to go through a certain amount 
of drudgery for the first few years, but he can console 
himself with the reflection that his salary is about treble 
the salary of the junior clerk of, say, twenty years ago. 

Provided he behaves himself and shows an intelligent 
interest in his work he will in due course be promoted 
to be ledger keeper, and after a year or two on the ledgers 
he will find himself a cashier after, say, twelve years’ 
service in the bank; now is the time he must be careful 
not to get into a blind alley. Some clerks are tempera- 
mentally unfitted to become branch managers and the 
goal of their banking career is to become a chief cashier 
in a fairly large office. Occasionally you meet with a 
clerk who doesn’t even wish to be on the counter and is 
content to end his banking days on the ledgers, but the 
clerk of normal ambition and of average ability must not 
look upon the counter as a blind alley culminating in the 
chief cashiership; at the counter he comes, for the first 
time, into contact with the public, and the experience thus 
gained is an essential part of his training to become a 
manager. This is the most critical time in his banking 
career, and he must seize every opportunity of acting as 
understudy to the chief clerk so that he can master the 
intricacies of the lending side of bank business; after a 
few years’ experience on the counter he should be eligible 
for the post of assistant chief clerk, which usually proves a 
stepping-stone to promotion as chief clerk or as manager 
of a small branch. 

When, let us say at the age of thirty-five, he is 
appointed manager of a branch in a small country town 
he is probably a fixture for the rest of his banking life, and 
a very pleasant billet it should prove; he will either live 
in the bank house or have an allowance in lieu thereof, 
and he will find ample opportunities for taking a leading 
part in the social as well as in the business life of the 
district. He will probably inherit numerous legacies from 
his predecessor in the shape of treasurerships of local 
funds, and thus he will be brought into contact with the 
members of committees of the local hospital, golf or tennis 
clubs, urban and district councils, agricultural societies 
and other local bodies; this will relieve the monotony 
of the daily banking routine and at the same time the 
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bank’s interests are furthered, and these activities of the 
manager all tend to bring grist to the bank’s mill; in 
addition to this he should find plenty of time for golf 
or an occasional day with hounds or with his gun. 

I have purposely drawn a sketch of the career of the 
clerk of average ability who feels he has attained the 
object of his ambitions when he obtains a post of this 
description ; of course, there are men in these positions 
who are confident that their talents are being wasted 
and consequently fret at their banking horizon being so 
circumscribed, but as a general rule the clerk who shows 
ability above the average is ear-marked in the earlier 
stages for promotion to posts of higher responsibility. 

I do not wish to be accused of putting a premium on 
mediocrity and we are not all built alike, but, to my mind, 
the man who exchanges a healthy and pleasant life with 
plenty of opportunity for golf and other recreations for a 
managership in a large industrial city is sacrificing a 
healthy country occupation, with its many interests 
beyond the routine of bank work, and is embarking on a 
strenuous life in which bank work and suburban trains 
will monopolize all his time; some men enjoy a life of 
hustle, gobbling their breakfast and rushing off to catch 
an early morning train with the prospect of a long and 
busy day in the gloomy atmosphere of a big town; 
these men revel in responsibility and they fully earn the 
high salaries which their grit and ability have secured 
them ; it is from men of this calibre that general managers 
are selected and they are the men who deservedly get 
the plums of the banking world. 

We cannot all hope to climb to the top of the banking 
tree, but we can console ourselves by reflecting that there 
are many more comfortable nests in the branches half 


way up. 




































Commonwealth Bank of Australia 


The directors of the Commonwealth Bank of Australia 
have sanctioned the establishment of a New York 
Agency. This will be the first Australian banking 
agency to be established in New York and it is expected 
to provide greater facilities for loans than can be 
obtained in London. 








L 
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International Banking Notes 


United States 


HILE 1926 was the year of amalgamations 
W\ between leading banks, 1927 seems to be the year 
of small bank fusions. The anticipated amalga- 
mations between some leading banks did not materialize, 
but there has been Jately a great number of mergers 
between local banks both in New York and in other centres. 
The most important was the absorption of the Common- 
wealth Bank of New York and of the Standard Bank by 
the Manufacturers Trust Co. To this end, the latter will 
increase its share capital from $10,000,000 to $15,250,000. 
The capital of the Commonwealth Bank, which was 
established in 1869, is $2,500,000, and its deposits 
amount to $22,000,000. The capital of the Standard 
Bank is only $250,000, but its deposits amount to about 
$10,000,000. After the completion of the merger, the 
Manufacturers Trust Co. will have reserves of $27,500,000, 
and its deposits will be more than $235,000,000. Its 
total resources will exceed $275,000,000. It will possess 
twenty-two branches. The present fusion is the twelfth 
in the history of the bank, the first having taken place 
in 1905. 

Another interesting transaction is the absorption of 
the Bank of Washington Heights by the Bank of Man- 
hattan, which is increasing its capital from $10,700,000 
to $12,500,000. The Bank of Washington Heights has a 
capital of $400,000, and reserves of $1,060,300, so that 
the resources of the Bank of Manhattan will be well over 
$300,000,000 after the merger. It is one of the oldest 
banks in New York, having been established in 1784. 
A smaller amalgamation is that of the Franklin National 
Bank with the Interstate Trust Co., which will absorb, 
at the same time, the banking house of Bloomingdale 
Bros. The combined resources of the Interstate Trust 
Co. will amount to over $26,000,000. 

The Minneapolis Trust Co. and the Hennepin County 
Savings Bank, which are affiliated with the First National 
Bank of Minneapolis, have amalgamated to form the 
First Minneapolis Trust Co., with a capital of $2,200,000, 
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and deposits of $25,000,000. This new company is the 
largest trust company in the north-west of the United 
States, and the third largest bank in Minneapolis. In 
Alabama, the American Trust and Savings Bank and the 
Traders National Bank will amalgamate under the name 
of American Traders National Bank. Its capital and 
reserves will amount to $4,900,000 and deposits to 
$20,000,000. In Detroit, the Commonwealth Federal 
Savings Bank. and the Commercial State Savings Bank 
will amalgamate under the name of Commonwealth 
Commercial State Bank of Detroit. It will have a capital 
and reserves of $2,000,000, while its total resources 
will exceed $23,000,000. 

An interesting process is the expansion of Italian 
banking in the United States. The Banco di Sicilia 
Trust Co. of New York, which has acquired recently 
the control of the Security State Bank of Brooklyn, 
has now acquired a controlling interest in the Windsor 
Bank, of Bronx, New York. The Bowery and East 
River National Bank, which belongs to the Giannini 
group, will increase its capital from $3,000,000 to 
$4,000,000, by the issue of 10,000 new shares of $100 
at a price of $450. The surplus of $3,500,000: will be 
added to the reserve, which will thus be raised to 
$7,273,000. The deposits of the bank amount to over 
$82,000,000, as against $67,238,269 at the end of last year. 

There are many other medium-sized and small banks 
which prefer to expand by means of capital increases 
rather than through fusions. Among others, the Seabord 
National Bank will increase its capital from $6,000,000 
to $8,000,000. The new resources will be used for the 
purpose of establishing an investment trust with a 
capital of $2,000,000. The directors intend to maintain 
the dividend of 16 per cent. on the increased capital. 
Another noteworthy event in the investment trust 
movement in the United States is the establishment of 
the Germanic Trust Co., with a capital of $3,000,000, 
by a group headed by the National American Security Co. 


Germany 
Promoting activity was not any livelier in German 


banking than in French banking during the period 
L2 
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under review. The only new bank is the Brandenburg- 
ische Provinzialbank, which has been established through 
the merger of the Brandenburgische Girozentrale with 
the banking institution of the Province of Brandenburg. 
Its capital amounts to 10,000,000 reichsmarks, and it 
has a reserve fund of 2,000,000 reichsmarks. While 
the present moment is not regarded as opportune for the 
creation of new banks, there has been no check in the 
tendency towards increasing the capital of existing banks. 
Among the recently announced capital increases that of 
the Reichs-Kredit-Gesellschaft is the most important. 
It will increase its share capital from 30,000,000 reichs- 
marks to 40,000,000 reichsmarks, by the issue of 10,000,000 
reichsmarks of new shares at 150 per cent. The new 
shares will be taken over by the “ Viag,’’ which is the 
sole shareholder of the bank. A smaller capital increase 
is that of the Westbank, Frankfort-on-the-Main, from 
3,000,000 reichsmarks to 5,000,000 reichsmarks. The 
bank’s dividend has been fixed at 5 per cent. against nil 
last year. Its report points out that the liquidation of 
its Palestine and Syrian branches is proceeding more 
favourably than was anticipated. A third capital in- 
crease is that of the Communalbank fiir Sachsen, from 
1,000,000 reichsmarks to 3,000,000 reichsmarks. 

Among the accounts recently published, that of the 
Berlin banking firm Hardy & Co. is the most interesting, 
as it shows an increase of the net profits from 1,411,000 
reichsmarks to 2,144,000 reichsmarks, in spite of the 
fact that the previous business year contained fifteen 
months. The Deutsche Laenderbank, which is chiefly 
concerned with the banking transactions of the I. G. 
Farbenindustrie, has earned a net profit of 483,628 
reichsmarks for 1926, as compared. with 413,481 reichs- 
marks for 1925. Its dividend has been raised from 
6 per cent. to 7 percent. The net profits of the Garantie- 
und Kreditbank fuer den Osten A.G., Berlin, which is 
controlled by the State Bank of the U.S.S.R., amounted 
to 206,439 reichsmarks in 1926, against a net loss of 
116,181 reichsmarks for 1925. 

All banks which draw up bi-monthly balance sheets 
have Leen requested by the Reichsbank to state the 
amounts lent against securities, their liabilities in foreign 
currencies, their foreign claims, forward exchange trans- 
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actions, and a number of other items. These details 
need not be published with the rest of their balance 
sheets; they are only meant for the private information 
of the Reichsbank. Although the Reichsbank has no 
legal power to compel the banks to supply the information 
required, it is believed that the majority of the banks 
will comply with its request. 


Italy 


Now that the Government has decided to stabilize 
the lira around its present level, the money market is 
beginning to adjust itself to the changed situation. 
It was part of the deflationist policy to maintain 
discount rates at a high level. Although the bank rate 
has remained unchanged, a step has already been taken 
towards the adjustment of discount rates to those pre- 
vailing in other countries. At the end of June, the four 
leading banks, namely, the Banca Commerciale Italiana, 
the Credito Italiano, the Banca Nazionale di Credito, 
and the Banco di Roma, have decided to reduce the 
discount rates for domestic bills up to four months from 
8 per cent. to 7 per cent. 

No important banking transaction has taken place 
during the past month, though a number of small local 
banks have announced an increase of their capital. It 
is believed that this tendency will continue for some time, 
which is all the more desirable as many Italian local 
banks are far from strong. While the banking crisis 
ceased in 1924 as far as the big banks were concerned, it 
continues to prevail among small banks. From time 
to time a banking suspension of local importance is 
announced from some Italian provincial town. The 
liabilities of the Banca Popolare Italiana, which has 
recently suspended payments, amount to 27,000,000 lire, 
of which 17,600,000 lire represent deposits. 

Apart from a few isolated issues, Italian external 
borrowing has practically ceased for the time being. 
The Government does not wish to encourage external 
loans, as they would tend to provoke a further apprecia- 
tion of the lira. Moreover, the conditions of the New York 
foreign bond market are far from favourable for fresh 
Italian issues. 
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Holland 


The recently published accounts of the Nederlandsche 
Handels Maatschappij show a net profit of fl. 7,494,212, 
as compared with fl. 6,083,956 for 1925. The dividend 
has been raised to 8 per cent., as against 7} per cent. last 
year and 7 per cent. in 1924. Other balance sheets 
published during the period under review include that 
of the Nederlandsch-Indische Handelsbank, which shows 
a net profit of fl. 6,250,000 for 1926, as compared with 
fl. 6,230,000 for 1925. The dividend has been maintained 
at 10 percent. The Bank Associatie of Amsterdam made 
a net profit of fl. 360,000, against fl. 410,000 for 1925, and 
has passed its dividend, as it did in the previous five years. 

The only capital increase announced recently was 
that of the Amstelbank, which will double its capital 
of fl. 3,000,000. The new shares will be offered to holders 
of the old shares. Another interesting event was the 
acquisition of an interest in the Amsterdam banking 
firm S. Schoeneberger & Co., by the Mitteldeutsche 
Creditbank. The Berlin banking house S. Bleichroeder 
& Co., and the Prague banking house Petschek & Co., 
have already a participation in that firm, whose capital 
amounts to fl. 3,500,000. Every German bank of 
importance is now represented in Amsterdam. 

Two new banks have been established in Holland, 
viz., the Internationale Effecten en Credietbank at The 
Hague, with a capital of fl. 2,000,000, of which fl. 400,000 
paid up, and the Nederlandsche Industrie en Handels- 
bank in Amsterdam, with a capital of fl. 750,000, of 
which fl. 250,000 paid up. The Geldernsche Bank zu 
Arnheim has recently failed. Its liabilities amount to 
fl. 198,000. 

The shareholders’ meeting of the Javasche Bankhas 
approved the directors’ proposal to reduce the dividend 
to 184 per cent., as compared with 23 per cent. for 1925. 
The explanation of the reduction is the adverse change 
in the rubber market, caused by the reaction from the 
boom of 1925 in the Dutch East Indies. 

In the course of the past month the Netherlands 
Bank has lost a considerable amount of gold, as a result 
of the adverse trend of the exchange, which made it 
profitable to ship gold to New York. This efflux was 
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naturally embarrassing to the Netherlands Bank, and it is 
said that the main object of Dr. Vissering’s journey to 
the United States was to check the movement by enlisting 
the aid of the Federal Reserve Bank. 


Switzerland 


In accordance with the precedent set by several of 
the larger Swiss banks, the Eidgenoessische Bank A.G., 
Zurich, has increased its capital from 50,000,000f. to 
70,000,000f. The new shares will be offered to the present 
shareholders at the price of 6o0of. for a share of 5oof. 
nominal. The premium of 4,000,000f. thus to be obtained 
will be added to the reserves. Another capital increase 
is that of the Banque Commerciale de Lausanne from 
650,000f. to 1,150,000f. 

Several other banks have increased their resources 
by means of debenture issues. The most important of 
these issues was that of the Swiss Bank Corporation, 
amounting to 15,000,000f. The debentures, bearing 
interest of 5 per cent., were issued at par, and are 
redeemable at par on July 15, 1935. The issue was 
heavily over-subscribed. 


Spain 

The bank results for the year 1926, published recently, 
disclose no general tendency. The figures of net profits 
and dividends are compared with the year 1925 in the 
following table : 


Net Profits. Dividend. 
In Pesetas.) (In per cents.) 
1926. 1925. 1926. 1925. 
Banco Hipotecario de Espana 8,490,000 7,420,000 10 10 
Banco Urquijo de Guipuzcoa .. 741,894 922,775 4 6 
Banca Lopez Quesnada a 799,589 819,266 6 6 
Banco de Credito Zaragoza .. 536,761 509,503 8 8 
Banca Armus .. AF oe 386,320 383,234 6 6 


Thus, apart from the Banco Urquijo de Guipuzcoa, 
which reduced its dividend from 6 to 4 per cent., all banks 
have maintained their dividend at its previous year’s 
figure. The bank results published earlier this year show 
the same lack of unanimous tendency. 

It is reported from Madrid that the Banco Espanol 
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de Credito, which holds the majority of the shares of the 
Banco Comercial Espafiol Valencia, is likely to absorb 
that bank. Its paid-up capital amounts to 30,428,500 
pesetas, while that of the Banco Comercial Espafiol is 
5,000,000 pesetas. At the end of 1925, the Banco Espanol 
de Credito held deposits to the amount of 334,118,309 
pesetas, while the deposits held by the Banco Comercial 
Espafiol amounted to 20,097,581 pesetas. Independently 
of this deal, the directors of the Banco Espafol de 
Credito have decided to issue the 24,342 shares of the 
bank, held at present in its own portfolio. The nominal 
value of the shares is 250 pesetas, but they will be issued 
at a substantial premium. The new resources to be 
obtained will amount to 6,085,500 pesetas. 

The Spanish State Railways have issued a domestic 
loan of 150,000,000 pesetas, bearing interest of 5 per 
cent. The loan is reported to have been covered three 
times over. Money is plentiful in Spain, owing to the 
large balances held there by speculators who anticipate 
a return of the peseta to par in the near future. That 
the prosperity is more apparent than real is indicated, 


however, by the fact that the Bank of Spain has decided 
to reduce its interim dividend from 60 pesetas to 
55 pesetas. - 


Czechoslovakia 


All the leading banks have now published their 
balance sheets for 1926, and their figures confirm 
the forecast that banking profits last year would be 
smaller than those of 1925. In most cases, however, 
the decline is comparatively moderate. The following 
figures compare net profits and dividends in 1926 and 
1925: 

Net Profits. Dividends. 

(In Czechoslovak crowns.) (In per cents.) 

1926. 1925. 1926. 1925. 

Zivnostenska Banka .. .. 38,562,000 41,312,000 12 12 

Bohemian Union Bank .» 30,062,869 33,501,377 10 12 

Prager Kreditbank .. «+ 17,925,000 18,300,000 9 10 

Anglo-Czechoslovakian Bank 19,634,900 17,455,622 — — 
Allgemeine Boehmische Bank- 

verein ai oN -- 7,785,000 7,380,451 6 6 
Zentralbank der Deutschen 

Sparkassen .. oe -» 2,427,544 2,453,004 4 4 
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Apart from the Anglo-Czechoslovakian Bank and the 
Boehmische Bankverein, every bank showed a lower 
profit than last year, and some considered it expedient 
to reduce their dividend. The decline in gross profits is 
much more pronounced than that of the net profits. 
For instance, the gross profits of the Prager Kreditbank 
declined by about 8,000,000 crowns, while its net profits 
were only by 400,000 crowns below their figure for 1925. 
The difference is due to an all-round reduction of working 
costs. 

An important banking event was the acquisition of 
the majority of the shares of the Anglo-Czechoslovakian 
Bank from the Anglo-International Bank by a Czecho- 
slovak group including the Czechoslovak Government, 
the industrial firms Petschek and Schicht, the Czecho- 
slovak Co-operative Society, and Prince Liechtenstein. 


Belgium 


As the Belgian currency has been stabilized almost at 
its lowest level, it has become necessary for the banks to 
adjust the amount of their capital to the new level. 
During the last few months several banks have increased 
their capital. Two additional increases have been 
announced, viz., that of the Banque de Bruxelles and of 
the Banque Centrale d’Anvers. The Banque de Bruxelles 
will increase its capital from 200,000,000f. to 250,000,000f. 
The object of this increase is to enable the bank to 
maintain its proportion of control in industrial enter- 
prises which, in turn, are raising their capital, and to 
acquire fresh participations. The Banque Centrale 
d’Anvers will increase its capital from 50,000,000f. to 
75,000,000f., through the issue of 50,000 shares of 5oof. 
nominal. 

In our July issue we referred to the report that 
relations between the Crédit Général Liégeois and the 
Banque d’Outremer will be strengthened through the 
appointment of one of the latter’s directors on the 
former’s board. It was also stated that the Crédit 
Général Liégeois will transfer its head offices from Liége 
to Brussels. We are now informed that those reports 
were unfounded. 
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Hungary 


The Hungarian banks will henceforth publish half- 
yearly balance sheets. Those for the six months ended 
June 30, 1927, are expected to appear shortly. It is 
expected that they will disclose considerable progress 
during the first half of the current year. 

In the course of June and July the Hungarian National 
Bank has made some substantial purchases of gold in the 
London market. According to the statutes of the 
National Bank the conversion of its notes into gold has 
to be undertaken as soon as the Government’s debt to 
the bank has been reduced to 30,000,000 pengo. At 
present this debt amounts to 116,300,000 pengo, and it 
is not likely to be reduced to 30,000,000 pengo before 
the end of 1928. It is considered, nevertheless, expedient 
to accumulate an adequate gold reserve in the mean- 
time. The issue of external loans enables the National 
Bank to buy gold without unduly reducing its foreign 
exchange holding. The net proceeds of the City of 
Budapest loan of $20,000,000, amounting to $17,700,000, 
have been transferred to the municipality. A _short- 
term debt of $3,000,000 has been repaid, while the 
balance is being placed temporarily abroad by the 
Hungarian National Bank. The Hungarian and Italian 
Bank, which is affiliated with the Banca Commerciale 
Italiana, has issued in New York a 7} per cent. loan of 
$1,000,000, redeemable in five years. The Hungarian 
counties have issued in London a second loan of 
£1,000,000, through Messrs. N. M. Rothschild and Sons, 
J. Henry Schroeder & Co., and Baring Brothers & Co., 
Ltd. 























Sweden 






The increasing importance of Stockholm as a financial 
centre is illustrated by the issue of a loan of 20,000,000 
kronor for the Royal Danish Mortgage Bank. While up 
to now the Swedish banks have taken a participation in 
international loans issued in London or New York, on 
this occasion half of the loan was floated in Stockholm, 
while the other half was ceded to British and Dutch 
banks and placed privately in London and Amsterdam. 
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Another recent example indicating the international 
importance of Stockholm was the sale of gold to the 
amount of 10,000,000 kronor by the Danish National 
Bank to the Riksbank. The object of the transaction 
was not to support the Danish exchange, but to transform 
part of the Danish National Bank’s gold reserve into an 
earning asset. On previous occasions the National 
Bank sold some of its gold to the Bank of England and 
to the Reichsbank. 










Denmark 






During the past month the reconstruction of the 
Danske- Landmandsbank has steadily advanced. The 
Government has concluded a credit of $20,000,000 with 
the National City Bank, running for one year, pending 
the issue of a long-term loan, to liquidate its liabilities 
as the guarantor of the Landmandsbank’s debts. The 
rate of interest on the credit is ? per cent. above the New 
York bank rate, but at least 4? per cent. on the amount 
actually used, and a commission of } per cent. on the 
whole amount. The Government will have to submit 
to Parliament before February 15, 1928, a scheme for 
the final reorganization of the Landmandsbank in such 
a form as to enable it to carry on as a private bank. 


















Iceland 






Up to the present the National Bank of Iceland and 
the Bank of Iceland have shared the right of note-issue 
in Iceland. The note-issuing right has been recently 
withdrawn from the Bank of Iceland owing to its heavy 
losses. The net profits of the bank amounting to 709,902 
kronur, together with the reserves of 801,163 kronur, 
have been used to cover losses. Uncovered losses to the 
amount of 2,225,000 kronur are carried forward. The 
bank’s indebtedness to foreign banks rose from 1,700,000 
kronur to 6,600,000 kronur, while deposits declined 
from 10,200,000 kronur to 2,200,000 kronur. The 
dividend has, of course, been passed. 
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Finland 


The deposits of Finnish joint-stock banks have 
increased during June by _ 158,800,000 marks to 
6,696,400,000. During the same period, loans granted 
increased by 113,700,000 marks to 7,825,700,000 marks. 
Rediscounts at the end of the month amounted to 
27,000,000 marks, as compared with 93,300,000 marks 
at the end of last year. Cash holdings increased by 

2,900,000 marks to 249,200,000 marks. A significant 
change is the decrease of the net foreign indebtedness 
of the banks from 162,700,000 marks to 135,800,000 
marks. Considering that twelve months ago the amount 
of net indebtedness was 250,000,000 marks, the progress 
in this respect is considerable. The turnover of the banks 
reached the record figure of 8,924,900,000 marks. 


Poland 


After lengthy negotiations the Polish Government 
has concluded a provisional agreement with an inter- 
national financial group for the issue of an external loan 
of $60,000,000. The date of the issue and the issue price 
will depend upon the market conditions. In the mean- 
time, the group has granted the Government an advance 
of $15,000,000 for a period of six months, renewable 
for another six months, bearing interest of 6 per cent. 
A group of central banks, including the Bank of England, 
the Federal Reserve Bank of New York, and a number 
of continental banks, has granted the Bank of Poland 
a discount credit of $20,000,000. With the aid of these 
credits the Polish Government is expected to be able to 
maintain the stability of the zloty until the issue of the 
big loan becomes possible. 

Several municipalities, as well as banking and industrial 
interests, have also obtained substantial external credits. 
A British financial group is granting a credit of £650,000 
to the Polish sugar industry, and a considerable amount 
of the dollar bonds of the City of Poznan and other 
municipalities, part of which is guaranteed by the Polish 
Government, have been placed privately abroad. 

The increase of the Bank of Poland’s capital from 
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100,000,000 zloty to 150,000,000 zloty, which is one of the 
preliminary conditions of the issue of the international 
loan, has been postponed until the definite conclusion 
of the loan. The board of directors has decided to recom- 
mend several other important modifications of the bank’s 
statutes, in accordance with the requirements of the loan 
agreement. The Government intends to carry out sweep- 
ing reforms in the organization and activities of the Bank 
Gospodarstwa Krajowego. To implement these changes, 
General Gorecki, a former chief of the army accounts 
department of the War Ministry, has been appointed 
chairman of the board of directors of that bank. Several 
senior officials of the bank have been removed, as lately 
the bank has been subject to some criticism, on the 
ground that it has given entirely unjustifiable guarantees 
for Polish firms to foreign banks. 

It is announced that the Banque des Industriels, 
Poznan, has decided to liquidate its branches in France 
upon the understanding that the Bank Gospodarstwa 
Krajowego undertakes to guarantee the reimbursement 
of all deposits. 


Roumania 


During the past month the negotiations for a large 
external loan have not made any particular progress. 
On the other hand, various municipalities and private 
enterprises have secured credits from abroad. The City 
of Bucharest is negotiating for a loan of $10,000,000, 
but it is not believed that the Government will authorize 
any public issue by any municipality before the flotation 
of the Government loan, which is expected to take place 
in the autumn. 

The Banque de Paris et des Pays Bas has acquired 
an important participation in the Banca Moldova, which 
has hitherto been controlled by the Roumanian financial 
house Banca Marmorosch, Blank & Co. The Banque 
de Paris et des Pays Bas will appoint two representatives 
on the board of the Roumanian bank, which is expected 
to open a number of new branches, especially in Transy]l- 
vania, with the aid of the French capital to be obtained 
through its new connection. 





THE BANKER 


Jugoslavia 


As a result of the recent external issues, money has 
become much easier in Jugoslavia. At the same time, 
there is very little demand for funds, owing to the general 
economic depression. Money rates, which at the begin- 
ning of the year varied between 12 and 24 per cent., have 
declined to g to 18 per cent. But only small banks 
charge 15 per cent. or more. The Jugoslav National 
Bank has decided not to grant a credit to any bank 
whose capital does not amount to at least 5,000,000 
dinar. Up to now, the limit was 3,000,000 dinar. In 
order to absorb the superfluous funds, the Government 
is considering the issue of an internal loan for the purpose 
of railway construction. 


Bulgaria 


Statistical material is now available concerning the 
progress of the nine leading Bulgarian banks during 
1926. Their gross profits amounted to 206,900,000 leva, 
as against 192,100,000 leva in 1925, and 158,100,000 leva 
in 1924. Their total net profits amounted to 53,200,000 
leva, as compared with 47,600,000 leva for 1925, and 
32,600,000 leva for 1924. The average dividend rose 
from I0°I per cent. in 1924 to 10°7 per cent. in 1925, 
and to 11°7 per cent. in 1926. 

The following table compares the principal balance 
sheet items of the nine leading banks during the last 
three years : 

1924 1925 1920 

(Millions of leva.) 

Cash and balances with the State banks = 447°9 471°3: 527°9 
Current account debtors wa ce. Ey 1,956 1,967°2 
Discounts a a a aa 547°9 7455 8968 
Premises Ks ba a ea 49'6 57°9 62°2 
Securities oe ws - és 301 41°6 42°1 
Participations .. aa is ma I1*4 17°5 10 
Capital .. is pti és ed 235°7 308°2 351°9 
Reserves ia it is ea 33 38°3 48 
Current account creditors a «. 2,376 2,786 2,900°3 
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Up to the present the Bulgarian Government has 
placed 192,690,000 leva of internal loan of 1921, mainly 
through the intermediary of municipalities. Negotiations 
for external loans for the Government, the State Mort- 
gage Bank, and the City of Sofia are in progress, and are 
expected to be concluded in the autumn. Arrangements 
are believed to have been completed regarding the 
issue of the share capital of the Mortgage Bank, which is 
to take over the mortgage department of the National 
Bank. The share capital will amount to 10,000,000 
Swiss francs, of which 2,000,000f. will be subscribed by 
the Government, 2,000,000f. by Bulgarian insurance and 
banking interests, and 6,000,000f. by a foreign group, 
which will also undertake the issue of mortgage bonds. 













Greece 






Although the mortgage department of the National 
Bank of Greece has been transferred to an independent 
institute, that bank’s activity still exceeds the scope of 
a central bank, as it combines the work of a bank of 
issue with that of a commercial bank. As one of the 
preliminary conditions of the League of Nations loan of 
£9,000,000 is that the National Bank should confine its 
activities to that of a bankers’ bank, its reorganization 
is under consideration. 

Several foreign groups are competing for the issue of 
the League of Nations loan. Among others the Swedish 
firm, Kreuger and Toll, has submitted an offer, subject 
to the condition that the Swedish Match Co.’s present 
monopoly be renewed for another ten years. No decision 
will be taken until the autumn. 















Turkey 


Negotiations for the settlement ot the pre-war debt 
do not seem to make satisfactory headway. The Turkish 
Government’s reply to the proposals submitted by the 
bondholders contain some concessions from its previous 
terms, but fails to provide a basis for a settlement. It 
is believed that one of the reasons of the Turkish Govern- 
ment’s obstinate resistance to the bondholders’ claims is 
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that it has succeeded in obtaining a considerable credit 
from a German banking group, for the purpose of railway 
construction, to be carried out by German contractors. 

Turkish banks which have been established under 
the Nationalist regime continue to make slow but steady 
progress. The net profits of the Banque Turque pour le 
Commerce et l’Industrie amounted tc {T.61,851 in 
1926, as against {T.42,561 in 1925. A maiden dividend 
of 5 per cent. will be distributed, and £{T.29,125 will be 
added to the reserve. 


Portugal 


The reports concerning a Portuguese loan of 
£10,000,000 are rather premature, as negotiations both 
in London and in New York are still at a primitive stage. 
It is suggested that Spanish banks may participate in 
the loan, in connection with a hydro-electric scheme on 
the Spanish-Portuguese frontier. As the loan is not 
likely to be concluded before the autumn, the Bank of 
Portugal finds it somewhat difficult to satisfy the demand 
of importers for foreign exchanges. The latter have to 
cover part of their requirements in the unofficial market, 
and, as a result, there is a discrepancy between the 
official and unofficial quotation of foreign exchanges, the 
latter being somewhat against Portugal. As a result there 
is a tendency to resort to the practice of carrying out 
internal transactions in terms of sterling. To discourage 
this practice the Bank of Portugal has decided not to 
discount any sterling bills originating from internal 
transactions. 

The interim dividend of the Banco Comercial de 
Lisboa has been fixed at 6 escudos per share for the first 
half of 1927, as against 28 escudos for the whole of 
1926. 


A rgentina 


The well-established national banks of Argentina have 
naturally benefited by the great prosperity of that 
country. The net profits of the Banco de la Provincia 
de Buenos Aires for 1926 amounted to 8,830,000 pesos, 
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as against 8,350,000 pesos for 1925. The dividend has 
been maintained at 7} per cent., and the reserve fund 
has been increased from 16,450,000 pesos to 17,610,000 
pesos. Deposits have advanced from 336,450,000 pesos 
to 368,620,000 pesos. As is well known, 50 per cent. 
of the share capital of the bank is held by the Province 
of Buenos Aires. Another favourable annual report is 
that of the Banco Popular, Buenos Aires, which shows 
an increase of the bank’s net profit from 3,185,308 pesos 
in 1925, to 3,602,465 pesos in 1926. Bad and doubtful 
debts have been entirely written off. The dividend has 
been raised from 9g per cent. to Io per cent. 

On the other hand several banks have recently 
got into difficulties. The Banco Commercial del Azul, 
which was established in 1889, with a paid-up capital 
of 2,627,600 pesos, has suspended payments. It had 
been involved in difficulties in 1926, but managed to 
carry on for some time. Another bank which has suffered 
considerable losses is the Banco de Galicia, Buenos Aires. 
Its directors have submitted to the shareholders a recon- 
struction scheme, by which 40 per cent. of the share 
capital is to be written off. Bad debts amount to 6,350,000 
pesos, while losses on foreign exchange transactions 
amounted to 1,994,000 pesos. The fact that these losses 
were not disclosed in the last annual report has given rise 
to severe criticism. 

The Banco de la Nacion imported large amounts 
of sovereigns from South Africa during May and June, 
and deposited them with the Conversion Office. Argen- 
tine bankers are greatly concerned that President de 
Alvear’s annual message to Congress does not mention 
the possibility of reopening the Conversion Office for 
gold exports. Now that the peso is at par, and export 
trade is booming, there is no obstacle to returning to gold. 


Brazil 


Brazilian national banking registered two interesting 
events during the past month. A new bank has been 
registered at Recife, under the name of Banco Agricola 
e Commercial de Pernambuco, with a capital of 10,000,000 
milreis. The Government of the State of Pernambuco 
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will subscribe 8,000,000 milreis of the share capital, 
while the Banco do Recife will subscribe the remaining 
2,000,000 milreis. The Brazilian Minister of Finance 
has authorized the Banco Commercial do Estado de Sao 
Paulo to change its statutes, and to increase its share 
capital from 75,000,000 milreis to 100,000,000 milreis. 

The resumption of the sinking fund service of the 
Brazilian loans has created a very favourable impression 
in banking quarters. It will facilitate the issue of Brazi- 
lian external loans. Up to now, it was the State govern- 
ments and municipalities that applied to the external 
capital market, but it is believed that in the autumn 
the Federal Government itself will conclude a stabilization 
loan. 


Salvador 


During 1926 Salvador banks prospered. Apart from 
the British Bank of South America, there are three banks 
in the country, viz., the Banco Occidental, the Banco 
Salvadoreno, and the Banco Agricola Commercial. All 
three have note-issuing rights. At the end of 1926 the 
combined capital of the three national banks was 
$5,780,000, as against $5,280,000 a year ago. The increase 
of $500,000 was due to the capital of the Banco Occidental 
being raised from $2,500,000 to $3,000,000. The legal 
minimum of reserves is 10 per cent. of the share capital. 
At the end of 1926 the total reserves of the three banks 
amounted to $1,933,348, against a legal minimum of 
$578,000. The total note circulation amounted to 
$7,953,434, while gold reserves amounted to $5,241,889. 
The three banks held deposits to the amount of $2,260,803. 
The deposits held by the British Bank of South America 
amounted to $1,719,350, while its gold holding amounted 
to $694,986. 


Chile 


In his presidential message to Congress, Colonel 
Ibanez gave an account of the activities of the new 
Central Bank of Chile. He pointed out that at present 
the outstanding note-issue is lower than it was at the time 
when the bank was established. On the other hand, there 
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was a substantial increase in deposits. The president 
emphasized that the proportion of note cover to note 
circulation of the Central Bank of Chile is more favourable 
than that of any other central bank in the world. Gold 
and deposits in foreign countries amount to IIo per cent. 
of the note circulation. When the bank was established 
its rediscount rate was Io per cent., which figure has 
gradually been lowered to 74 per cent. for bills submitted 
by member banks. 

The Government intends to establish an institution 
for providing credit to industrial concerns, with a view 
to augmenting the facilities at present afforded by the 
existing commercial banks. 


Ja pan 


In spite of the efforts of the Government and of 
banking interests, it was impossible to find means to 
reconstruct the Fifteenth Bank. The fate of that insti- 
tution was closely connected with that of the Kawasaki 
Dockyards, and powerful political interests are opposed 
to the financial reconstruction of that enterprise by 
Government aid. As another small provincial bank 
recently suspended payment, the banking situation is 
still regarded as far from normal. 

An important amalgamation has been concluded 
between the One Hundredth Bank of Tokio and the Dai- 
Tchi Ginko. The new bank’s capital is 24,000,000 yen, 
and it has appointed M. Ichinomiya, vice-president of 
the Yokohama Specie Bank, to be president. As a result 
of this amalgamation, the new bank enters the first-class 
group, which includes the Mitsui Bank, the Mitsubishi 
Bank, the Yashuda Bank, and the Sumitomo Bank. 


Peru 


A new bank is to be founded in Lima, under the 
name of Banco de Credito Agricola del Peru, with a 
capital of £ P.750,000. One-third of the capital will be 
subscribed by the Government, one-third by the public, 
and the remainder by the banks. 
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The Lord Mayor’s Dinner to the 
Bankers and Merchants of London 


A 


DINNER to meet the Chancellor of the Exchequer, the 
Court of Directors of the Bank of England, and bankers 
and merchants of the City of London was given by the 


Lord Mayor and Lady Mayoress at the Mansion House 


on July 12. 

Proposing ‘‘ Prosperity to the Public 
Purse and the health of the Chancellor 
of the Exchequer,” the Lord Mayor 
said that Mr. Churchill had been in 
charge of the Public Purse for nearly 
three years and had not been found 
lacking in courage and resourcefulness. 
His name would go down to history 
not so much in association with the 
great project of widows’ and old-age 
pensions—for that honour he shared 
with the Minister of Health—as for 
his act in re-establishing the gold 
standard. Looking back on _ that 
decision, he (the Lord Mayor) did not 
think that many there had any doubt 
that his decision was right. But the 
year which began so full of hope was 
soon darkened by the great dispute 
in the coalfields, and the Chancellor 
had had to face the wrecking not of 
one Budget, but of three. Had he— 
to borrow one of his military meta- 
phors—withdrawn his forces under 
the attack, abandoning for a time 
the trench-line of the £50,000,000 
sinking fund? Had he called for 
fresh forces from home raised by 
levies on the income-tax or the sugar 
duty? No. His sinking fund line 
bent, but, without any fresh conscrip- 
tion of private revenue, by mobilizing 
what must be very nearly his last 
reserves, he had counter-attacked and 
restored the line. He had been criti- 
cized for calling up some of these 
reserves, but how much easier it 
would have been for him to have 
carried out the general expectation 
last April and put back 6d. on the 


income tax. This would not only 
have carried him over this year’s 
difficulties, but it would have put 
him in a comfortable position next 
year, too. Rather than do anything 
to set back the tide of prosperity 
which once again they believed was 
beginning to flow, he risked the dis- 
pleasure of the motorists, and the local 
authorities, the property-owners, and 
the brewers, in drawing upon his 
remaining reserves to tide him over 
this year. And he did this well 
knowing that in so doing he was 
setting himself once again the thank- 
less task of raking in more millions 
of economies from ground that had 
already been gleaned many times. 
Let them give him hearty encourage- 
ment in his high endeavour. 
Mr. Churchill, in responding, said : 

‘ All the three years of my adminis- 
tration of the Exchequer have been 
disturbed and overclouded by coal. 
First the subsidy, then the stoppage, 
and now the after-consequences. It 
has been a task of enormous difficulty 
to keep the finances in good order in 
the face of these convulsive and 
destructive events. I am _ content 
that we should have come through 
them without any reimposition of 
the taxes which I took off at the 
beginning of the Parliament, without 
any burdening of the necessaries of 
public consumption, without any im- 
pairment of our exchanges, and with a 
sinking fund which in the present year 
exceeds by {20,000,000 the largest 
provision made by my predecessor. 
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“Tonight, although we are still 
suffering from the effects of last year, 
there are many reassuring factors. 
All the industries of the country are 
at work. Although unemployment 
still continues about the grievous 
figure of a million, we must not 
forget that in the thee years 750,000 
more people have come into employ- 
ment through the growth of the popu- 
lation and other causes, and that there 
are actually 900,000 more people 
working tonight than there were 
three years ago. Although there is 
nothing like a trade “‘boom,” there 
is a certain improvement over a very 
wide area. The financial position is 
stable and solid, and there are good 
grounds for believing that the revenue 
will to a very large extent in 1928 
have recovered from the depredations 
and follies of 1926.” 

In a tribute to Mr. Kevin O’Higgins, 
Mr. Churchill said: “Ireland passed 
through a terrible crisis after the 
Treaty was signed. . . .History will 
relate with pride how in that perilous 
time the Irish people found the men 
whose courage, whose will power, 
whose stern and sober moderation, 
whose sagacity, and whose iron deter- 
mination enabled the Irish people 
to assume with dignity the rights of 
self-government which they had so 
passionately claimed, and to keep in 
the strictest faith the Treaty obliga- 
tions with Great Britain to which the 
honour of Ireland was _ pledged. 
Among these men scarcely one played 
a greater part than the late vice- 
President, who has fallen, like a 
grander figure in the United States, 
at the hand of the vile assassin, and 
at the moment when he had piloted 
the people he loved so well through 
the worst perils of their voyage.” 

Continuing, Mr. Churchill said: 
“There is another event which has 
recently occurred about which I am 
sure I can also express the general 
view of the citizens of London. I 
mean the timely expulsion from our 


shores of those Bolshevist conspirators 
who, under the mask of trade and 
diplomacy and in utter violation of 
every pledge, were endeavouring to 
undermine the laws and freedom we 
have built up in this island and reduce 
our working masses to the misery 
in which they have plunged the un- 
happy Russian nation. We have 
been told that business considerations 
should have induced us to keep these 
miscreants in our midst—in spite of 
their interference in our affairs— 
for the sake of what we could get out 
of them. 

“Here in the City you are able to 
estimate the value of these business 
considerations very accurately, and 
it was interesting to see that the dis- 
missal of the Bolshevik representa- 
tives and the denunciation of the 
Trade Agreement did not cause the 
slightest tremor throughout our vast 
and sensitive field of London market 
business. The City knew perfectly 
well that the Soviet Government 
traded here, not out of any love or 
favour to us, but because it paid them 
to trade here, because it was indis- 
pensable to them to sell a substantial 
portion of their raw materials here, 
and because they could make more 
profitable purchases of certain com- 
modities here, in return, than any- 
where else. Those conditions will 
continue. There is no obstacle what- 
ever in the path of legitimate trade. 
The special privileges which had been 
given to the Russian Trade Delegation 
and in my opinion most unwisely 
given—have been revoked. Soviet 
Russia now has no advantage in this 
country over our Dominions, over 
our loyal Allies, over our late open 
and courageous enemies. We are no 
longer in a position of seeming to 
stultify our own civilization by accord- 
ing special favours to the representa- 
tives of a hateful and sub-human 
barbarism. We have, in fact, reverted 
in our dealings with Russia to what 
may be called ‘American terms.’ 
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“T have long thought that the 
Government of the United States have 
set an excellent example to the whole 
world in their dealings with the Soviet 
Republic. They have done a great 
deal of trade with Russia—more, in 
fact, than almost any other country— 
and yet they have never seemed to 
compromise the integrity of the 
principles upon which the American 
social system is founded. What a 
contrast is presented by comparing 
the conditions of Russia and the 
United States! Here are two vast 
communities, each numbering far 
more than a hundred millions, each 
in possession of a mighty continent 
containing every form of natural 
wealth and inexhaustible resources. 
On the one hand you see a community 
sinking back into the hideous self- 
torture of the Communist delusion, the 
other striding forward, year after 
year, into a prosperity, for all classes 
of the people, without parallel or 
precedent. It is an _ object-lesson 
which should serve its purposethrough- 
out the world, and it is a contrast that 
will deepen in character and increase 
in scale with every year that the 
present conditions of the two immense 
Republics continue. 

“T am very glad to perceive signs 
in several quarters that our own 
Socialist parties are beginning to 
read the writing with which the 
Bolshevists have plastered the walls, 
and certainly it is of the utmost 
consequence that in this small over- 
crowded island we should realize 
that the welfare, and, indeed, the 
continued existence, of all of us are 
dependent upon a spirit of conscious 
co-operation across all the ordinary 
divisions of class and party. 

“Naturally, as Chancellor of the 
Exchequer, I cannot help being 
greatly interested in the Naval Con- 
ference which is now proceeding at 
Geneva. 

“There is one thing which is all- 
important to us: the preservation of 
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our food supply. Very often, as Sir 
Austen Chamberlain has reminded 
us, we have less than seven weeks’ 
food in this island for its vast crowded 
population, and the existence of 
45,000,000 of people depends upon 
the sea routes being open. This is not 
a matter of national psychology or 
of world prestige. It is simply a 
question of life and death. We must 
in all circumstances, and whatever 
may happen, assure ourselves of 
the elementary right to live. And 
while not impugning the freedom of 
others, we must be sure that our own 
freedom to judge for ourselves what 
is necessary for our vital safety is 
not compromised or impaired. I am 
not speaking with reference to any 
particular programme of naval con- 
struction measured either in numbers 
or in tons. My remarks are purely 
general in their application. I do 
not believe that the power of the purse 
has ever settled or will ever settle the 
fate and destiny of mighty nations 
and communities. The history of the 
world shows that many other factors 
are constantly at work. But I should 
regard it as the paramount duty of 
the British Exchequer, in priority to 
all other considerations, to find any 
money that was really needed to safe- 
guard those ocean-borne food supplies 
without which neither the life nor the 
independence of the British nation 
could continue. 

“Armaments can be kept within 
reasonable limits in two ways. They 
can either be limited by international 
agreement, or by each nation remain- 
ing unlimited, but making only a 
very moderate use of its freedom. 
Sometimes it is better touse the one 
method and sometimes the other; 
and when one fails, the other should 
be resorted to. 

“A very great success for disarma- 
ment was achieved by the Washington 
Agreement six years ago, and every 
one sympathizes with President 
Coolidge’s sincere wish to extend and 
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repeat that achievement. Every one 
will hope that the Conference at 
Geneva will reach a_ substantial 
measure of agreement. Nevertheless, 
if this unfortunately should not be 
the case, and if the difficulty of 
regulating the minor classes of vessels 
by international agreement proves 
insurmountable at the present time, 
none of the three great Naval Powers 
ought to be discouraged; still less 
ought they to allow themselves to 
be disquieted. It may well be that 
the best we can do will be to proceed 
step by step and from year to year, 
each Power building the smallest 
programme of minor vessels com- 
patible with its needs. Such a lack 
of agreement, accompanied by a slow 
rate of building, would certainly 
be preferable to a complete agreement 
which bound the three great Naval 
Powers for a long period of years to 
build feverishly up to the highest 
standards just because they were 
fixed by treaty. 

“We hear a great deal of the doc- 
trine of parity, and we have stated in 
the most open manner that we do 
not contest the right of the United 
States to build up to parity with us 
in every class of vessel. Nevertheless, 
a true doctrine of parity would take 
into consideration the entirely differ- 
ent conditions of Great Britain and 
the United States, and the relative 
importance of naval defence to each 
country. Cromwell, on a well-known 
occasion, drew the distinction between 
Being and Well-being, and certainly 
that pregnant saying has lost none 
of its force today. Happily we hold 
a firm faith that the world will never 
be riven in twain by the fratricidal 
conflict of the English-speaking peo- 
ples. On the contrary, it is our 
fervent belief and ardent sentiment 
that the future will gradually bring 
a closer and still more friendly associa- 
tion between them. We therefore 
take a very calm view of the naval 
situation and its developments in the 


near and immediate future, and we 
look forward confidently to an era of 
peace and progress on the land and 
over sea.” 

Lord Inchcape proposed the toast 
of “The Bankers and Merchants of 
the City of London,” and said that all 
through the ages the “Old Lady of 
Threadneedle Street’ hadstood always 
stanch, sound, and fair, and was not 
“out” to make money for herself, 
but to safeguard the financial centre 
of the world. 

Mr. Cecil Lubbock, Deputy-Gover- 
nor of the Bank of England, replied. 
In a reference to America, he re- 
marked that he often thought that 
if the one country had been at 
war for four years instead of eigh- 
teen months, and the other eighteen 
months instead of four years, we 
should hear less than we now did 
of the alleged defects in our monetary 
system. What was wanted in the City 
was money, cheap money, and plenty 
of it. We should never make the 
necessity for hard work any the less 
by playing tricks with our money. 

The toast of the health of “the 
Lord Mayor and Lady Mayoress” 
was submitted by Mr. Holland-Martin, 
president of the British Bankers’ 
Association. 

Those present included : 


Lord Aldenham, Lord Faringdon, Lord 
and Lady Cullen of Ashbourne, Lord and 
Lady Bethell, Lord Kylsant, Lord and Lady 
Bradbury, Lord and Lady  Bearsted, 
Lord Glendyne, Lord Marshall, Mrs. 
Churchill, Mr. and Mrs. Reginald McKenna, 
Mr. and Mrs. F. C. Goodenough, Sir Edward 
and Lady Stern, Mr. and Mrs. J. W. 
Beaumont Pease, Baron and _ Baroness 
Schroder, Mr. and Mrs. A. H. Campbell, 
Mrs. A. H. M. Wedderburn, Mr. Laurence 
Currie, Mr. R. Hugh Tennant, Sir Felix 
Schuster, Alderman Sir Charles and Lady 
Wakefield, Sir Otto and Lady Niemeyer, 
Mr. and Mrs. R. L. Newman, Sir Harry and 
Lady Goschen, Mr. John Nivison, Sir 
James and Lady Martin, Sir Alan and 
Lady Anderson, Mr. E. C. Grenfell, Mr. W. 
Douro Hoare, Sir Charles and Lady Addis, 
Sir James and Lady Leigh-Wood, Mr. and 
Mrs. Kenneth-Goschen, and Sir Richard 
and Lady Hopkins. 





THE BANKER 


The Companies Bill—II 
By Our Legal Correspondent 


HE next group of clauses (34 

{ to 36) relate to accounts to be 

kept and the form of the 
balance sheet so that it may contain 
further particulars, and a wider right 
of inspection is given. These clauses 
introduce substantial changes in the 
law and protect their provisions by 
imposing heavy penalties of imprison- 
ment or fine upon directors in case of 
non-compliance. 

As the law stands at present, beyond 
the filing of a statement under 
section 26 (3) of the 1908 Act there 
is:no express statutory obligation on 
a company to keep proper accounts. 
This obligation is usually provided 
for in the Articles. Table A (clauses 
103 to 107) deals with accounts, for 
instance, and most companies either 
adopt these or have Articles to 
similar effect. The Committee re- 
commends that the keeping of proper 
accounts should be made compulsory 
and substantially propose that the 
clauses in Table A should be applied 
generally. They recognize the im- 
possibility of any too highly specified 
elaboration in the statutory form and 
“think it most undesirable to attempt 
to lay down hard-and-fast rules— 
within reasonable limits companies 
should be left a free hand.’’ On the 
other hand, they say: ‘Experience 
shows that in many instances, par- 
ticularly in the case of private com- 
panies, accounts are not properly 
kept, with the result that when 
liquidation ensues the company’s 
books are found to be so defective and 
confused that it is impossible to find 
out what has become of goods and 
money belonging to it. There can be 
no doubt that default of this kind is 
often deliberate and we consider that 
heavy penalties should be imposed, 


with imprisonment, when the default 
is wilful.’ As to filing of accounts, 
the Committee says: ‘‘Section 26 (3) 
has not worked well in practice. The 
form of statement is not satisfac- 
tory, and it is permissible to file the 
same statement year after year.” It 
is suggested, therefore, that the last 
audited balance sheet shall be filed. 
This applies only, of course, to pub- 
lic companies, as the Committee 
has considered extending the filing 
of accounts to private companies, 
but recommends no cancellation of 
their present exemption from that 
obligation. 

Clause 34 of the Bill makes 
Article 103 of Table A compulsory 
on all companies, but adds the third 
requirement to the accounts—namely, 
proper books of account with respect 
to ‘“‘all sales and purchases of goods 
of the company.” Next, the directors 
are bound to lay before the company 
in general meeting annually a profit 
and loss account, a balance sheet with 
directors’ report and recommenda- 
tion. Failure by directors to “take 
all reasonable steps to secure compli- 
ance’’ with the obligation to keep 
proper accounts and to keep open to 
inspection by all directors, or failure 
to comply with the provisions as to 
periodical presentment of profit and 
loss account and balance sheet may be 
visited by a term of imprisonment on 
summary conviction not exceeding 
six months, or a fine not exceeding 
£200; imprisonment, however, only 
being permissible when, in the opinion 
of the Court, the offence was committed 
wilfully. A further penalty is im- 
posed on the company and any 
director, manager, secretary, or other 
officer of the company knowingly and 
wilfully authorizing or permitting any 










































default in supplying copies of balance 
sheets and auditors’ report as provided 
by section 113 (3) of the Act of 1908, 
and that section is altered so as to 
ensure the rendering of balance sheets 
and annexed documents and auditors’ 
report to all persons entitled to notice 
of a general meeting seven days in 
advance (except in the case of private 
companies) under a penalty of £20. 
We have here to interpolate a later 
clause of the Bill, clause 73, where we 
find a provision adding yet more to 
the details to be shown in the accounts 
annually to be laid before every com- 
pany in general meeting—namely, 
“the aggregate amount of any loans 
by the company or by any other 
person under a guarantee from or on 
a security provided by the company” 
to the directors of the company and 
any other officers of the company. 
Excepted from this, however, is any 
loan made in the ordinary course of 
business by a company the ordinary 
business of which includes the lending 
of money (e.g. a bank) or a loan by 
the company to an employee if the 
loan does not exceed £2,000 and is 
“certified by the directors” to have 
been made in accordance with any 
practice adopted or about to be 
adopted with respect to loans to 
employees. These exceptions, says 
the report, are to meet the case of 
“banks, etc., if they make loans to 
their officers as they do to any 
members of the public, nor should the 
provision extend to the small loans 
to employees which it is the practice 
of many companies to make.”’ 
Reverting to the order of clauses 
we have clause 35 dealing with the 
form of balance sheet and some 
stringent provisions with regard to 
“holding companies” and their sub- 
sidiary concerns. The clause first 
makes it compulsory that every 
balance sheet shall contain a summary 
of share capital, liabilities and assets, 
“together with such particulars as 
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are necessary to disclose the general 
nature of the liabilities and assets and 
to explain how the value of the fixed 
assets are arrived at, placing under 
separate headings preliminary ex- 
penses (not written off) and the 
present value of goodwill if shown 
in the books or ascertainable there- 
from.” Where any liabilities of the 
company are secured in the assets the 
balance sheet must show them as so 
secured, and where the assets include 
shares in or loans to a subsidiary 
company or where liabilities include 
loans from a subsidiary company the 
aggregate amounts are to be set out 
in the balance sheet separately. 

Then come further important pro- 
visions as to a “holding company” 
in the sub-clause (5) which runs as 
follows : 


**(5) Where a company (in this sub- 
section referred to as ‘the holding 
company’) holds shares in a subsidiary 
company or in two or more subsidiary 
companies, there shall be annexed to 
and filed with the balance sheet of the 
holding company a statement, signed 
by the persons by whom in pursuance 
of section one hundred and thirteen of 
the principal Act the balance sheet is 
signed, stating how the profits and 
losses of the subsidiary company, or, 
where there are two or more subsidiary 
companies, the aggregate profits and 
losses of those companies, have been 
dealt with in, or for the purposes of, 
the accounts of the holding company, 
and in particular how, and to what 
extent,— 


‘*(i) provision has been made for the 
losses of any subsidiary company 
either in the accounts of that com- 
pany or of the holding company, or 
of both; and 


*‘ (ii) losses of any subsidiary company 
have been taken into account by the 
directors of the holding company in 
arriving at the profits and losses of 
that company as disclosed in its 
accounts. 


‘For the purposes of this subsection the 
profits of a subsidiary company mean 
the profits made during the period to 
which the accounts of the holding 
company relate or shown in any 
accounts of the subsidiary company 
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made out in that period, and the losses 
of a subsidiary company mean losses 
incurred during that period or shown 
in any such accounts. 

“If for any reason the directors of the 
holding company are unable to obtain 
such information as is necessary for the 
preparation of the statement aforesaid, 
they shall so certify in writing and their 
certificate shall be annexed to and 
filed with the balance sheet in lieu of 
the statement.” 

And the definition 

sidiary company” is given by 
section in these words : 


of ‘‘sub- 
the 


““(6) Where the assets of a company 
consist in whole or in part of shares in 
another company (whether held directly 
or through a nominee and whether 
that other company is a company 
within the meaning of the principal 
Act, or not) and— 

““(i) the amount of the shares so held 
is more than fifty per cent. of the 
issued share capital of that other 
company or is such as to entitle the 
company to more than fifty per cent. 
of the voting power in that other 
company; or 

““(ii) the company has power directly 
or indirectly to appoint or nominate 
the majority of the directors or 
persons occupying the position of 
director, by whatever name called 
in that other company, 

“that other company shall be deemed 

to be a subsidiary company within the 

meaning of this section.” 


The Committee has made _ the 
recommendations embodied in the 
above clause in face of ‘‘a considerable 
difference of views,”’ but regard them 
as “no undue interference by the 
legislature in the internal affairs of 
companies while giving shareholders 
information they are entitled to.” 
Hence they do not propose the pub- 
lication of a consolidated or combined 
balance sheet and think that with the 
provisions of the suggested clause 
“the matter should be left to the 
shareholders to make any further 
requirements as_ to the form of 
account they think proper 

By clause 36 all members and 


debenture holders of public com- 


panies are, on payment of a moderate 
charge, to be entitled to a copy of 
the last balance sheet and documents 
required to be annexed thereto and 
the auditors’ report, and a penalty is 
imposed on the directors or other 
officers for not so supplying such 
copies. This does not apply to private 
companies. By clause 37 an amend- 
ment of section 92 of the Act of 1g08 
is made whereby to facilitate issue of 
certificates after transfer. 

Clause 38 adds to the registrable 
charges under section 93 of the Act 
of 1908 three further cases, namely : 
(g) mortgages or charges on calls made 
but not paid; (4) on ships or any part 
of a ship; (#) on goodwill on any 
patent or licence under a patent, 
trade mark, or any copyright or licence 
under a copyright. Under a penalty 
a company must also register mort- 
gages or charges subject to which 
property of the kind covered by 
section 93 (as amended) is acquired 
by a company. The new clause, as 
to its added (g) (h) and (2) is retro- 
spective in that it requires registration 
of such existing charges within six 
months of passing of the Bill into an 
Act. Lastly, this clause makes the 
“two months” of section 212 of the 
Act of 1908 (invalidating as against 
creditors a floating charge created 
within two months of liquidation) into 
“six months,” on the ground pre- 
sumably that liquidation is sometimes 
held off until after two months so as 
to save the floating charge whereby 
the longer period of six months 
lessens the risk. 

Clause 39 substitutes a stronger 
provision for accounts of receivers and 

managers for that already existing in 
section 95 of the Act of 1908, and 
makes the filing of accounts com- 
pulsory under penalty whether or 
not possession has been taken. And 
clause 40 enables a liquidator to apply 
to the Court to “ginger up” any 
receiver or manager who fails after 








notice to account to the liquidator, 
and also to apply for the fixing of 
remuneration of a receiver or manager. 
Clause 41 confers wider powers (by 
way of amendments of section 102 of 
the Act of 1908) upon debenture 
holders to inspect the register of 
debenture holders and to have copies 
of the trust deed. 

The power to re-issue redeemed 
debentures in certain cases given by 
section 104 of the Act of 1908 is 
altered and enlarged by clause 42 of 
the Bill so as to ensure that, subject 
to any contract to the contrary, a com- 
pany may be entitled to re-issue unless 
by resolution or entry of satisfaction 
at Somerset House, or otherwise it has 
done some act definitely cancelling 
them; that the re-issued debentures 
shall have the same priorities as if 
they had never been redeemed ; that 
no transfer to a nominee shall be 
necessary to keep debentures alive; 
and that where debentures are capable 
of re-issue they should be shown on 
the balance sheet. 

Clause 43 is designed to strengthen 
and render more effective the pro- 
cedure under section 109 of the Act 
of 1908 as to investigation of a com- 
pany’s affairs by Board of Trade 
inspectors, and places applicants for 
such investigation in a more favour- 
able position, providing for inter- 
vention of the Court and the refer- 
ence of any matters raising criminal 
liability to the Director of Public 
Prosecutions. 

In some company “‘amalgamations”’ 
it is desired to keep alive the concern 
that is in substance being taken over, 
and the transaction is carried through 
by transfer of shares in the one to the 
other. The Committee meet a diffi- 
culty that has been found to arise by 
a bare minority of shareholders stand- 
ing out—‘‘ine ffect an oppression of the 
majority by a minority’’—by recom- 
mending that “where the scheme is 
sanctioned by not less than nine- 


THE COMPANIES BILL 





163 


tenths of the shareholders the pur- 
chasing concern shall be entitled as of 
right within two months to acquire 
the shares of the minority of non- 
assenting holders, upon proper notice 
being given, on the same terms as 
those assented to, subject to a right of 
appeal to the Court on any question 
of value or oppression.” This is 
carried out by clause 45 of the Bill. 

The next clause repeals section 119 
of the Act of 1908, which will leave 
companies in the same position as 
other persons with a view to resorting 
to arbitration, and obviates the neces- 
sity of the use of the seal in such 
cases. This clause is really carrying 
out a recommendation of a Com- 
mittee on arbitration law that has 
just reported. 

Clause 47 gives power to the Court 
to force any company or receiver or 
liquidator to make good any default 
in regard to keeping the file up to date 
as to returns, accounts, or other 
documents. 

The reorganization by a company 
of its share capital as provided by 
section 45 of the Act of 1908, owing to 
the wide construction placed by the 
Courts upon section 120 of the same 
Act, is really more easily effected by 
section 120, and the Bill therefore 
(by clause 48) repeals section 45 
altogether, and enacts that in sec- 
tion 120 the word “arrangement’ 
shall be construed as extending to a 
reorganization of the share capital of 
a company by the consolidation of 
shares of different classes or by the 
division of shares of different classes. 
The same clause 48 insists that any 
order under section 120 as amended 
shall have no effect until an office 
copy of the order has been filed with 
the Registrar, and a copy of such order 
is to be annexed to the memorandum, 
and default in compliance with this 
lays the company and its officers open 
to penalties. 


(To be concluded.) 
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Messrs. Williams Deacon’s 
Premises 


Headquarters and Some Branches 


By Professor C. H. Reilly 


towns generally possessed good and quiet build- 

ings with both dignity and character. These 
banks have mostly been absorbed into the great joint- 
stock banks, and whenever one finds today a good 
Midland or Lloyds or Barclays bank building older than 
1850 it is nearly always a building they have acquired in 
this way. When twenty-five years ago the big banks 
began to extend very rapidly and to build branches 
throughout the country, everyone will admit they failed 
to cope satisfactorily with the architectural problems 
presented, however ably they managed the financial ones. 


Tre old private banks in our English provincial 


WILLIAMS DEACON’S BANK, ROCHDALE BRANCH 








WILLIAMS DEACON’S BANK 








165 











WILLIAMS DEACON’S BANK, HEAD OFFICE, MANCHESTER 





166 THE BANKER 


No board of directors can build a hundred good bank 
buildings at the same time without a very special intelli- 
gence department to discover fifty good architects 
sufficiently unemployed—two banks at once would be 
quite sufficient for any architect who really built himself 
into his work. This special department would have then 
the further work of impressing on the architects the true 
inwardness of the problem before them. As far as I 
know, the great banks in those days had no such depart- 
ments, and ‘took no special or personal means of impressing 
the real character of their business upon their architects. 
Hence, almost any bad, bold, flamboyant building passed 
muster supposing it looked sufficiently heavy and ex- 
pensive. In the case of the private banks, on the other 
hand, one can easily imagine and, indeed, safely assume 
that each building was an object of special care and 
thought on the part of the directors, a care and thought 
which the good architect only too eagerly reflected in his 
building. A better state of affairs is again apparent 
today. For their new headquarters the leading banks 
are all employing our best architects, and recent branches 
everywhere show signs that the work is now much more 
studied both by the owners and by the architects whom 
they employ. Lloyds have this month given a second new 
branch bank to an ex-Rome Scholar in architecture, 
thereby continuing their policy of employing in turn each 
of the men who has distinguished himself by winning the 
premier architectural prize and by its means carried his 
education a farther stage than is possible to the ordinary 
architect. This policy “should give them yearly at least 
one distinguished building, and there is obviously no 
“ason why the connection so formed with some of these 
men should not continue to their mutual benefit. It is 
only by the exercise of much care and forethought by 
the client, as well as by power of design and good taste 
by the architect, that good buildings can be brought 
about. Messrs. Williams Deacon’s headquarters in Man- 
chester as well as some of their branch establishments, 
seem to indicate, as did the old private banks, that this 
combination of effort by client and architect not only once 
existed in their case but still does. 
The headquarter building of this bank in Mosley 
Street, Manchester, is a distinguished building by a 
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distinguished architect. It was designed in 1862 by 
Edward Walters, the architect of the Free Trade Hall. 
The partners in Williams Deacon of that time obviously 
employed the best man at work in their town. In the 
same way some Liverpool bank might have given a build- 
ing to the architect of its St. George’s Hall, or today to 
Sir Giles Scott, the architect of its cathedral. It would 
sound an obvious thing to do, but somehow it is not done. 
Messrs. Williams Deacon, however, had the necessary 
courage and their bank today is the result of it. After half 
a century it is still one of the very finest buildings in 
Manchester, square, sedate, and reposeful, with nothing 
exciting or gimcrack about it. Indeed, it seems to me a 
model of what a bank building should be in a great centre 
of population. It is neither domestic nor municipal, but 
with a subtle flavour of both. It might be the home of 
some club, a northern Atheneum for instance. It is 
scholarly without being pedantic. The use of the order 
at the corners only of the building is an original idea and 
a good one. It suggests cousinship to palaces without 
insisting on itin any nouveau riche way. Constructionally, 
too, the pilasters insist on strong corners everywhere. 
The piers below them are wider than the rest, and the 
corner public-house entrance becomes an impossibility. 
Compare this building in the illustration with the domed 
modern building beyond with its canted entrance and 
note the strength of one and the weakness of the other. 
In extending the building down Mosley Street in 1888 
the owners very wisely made a similar block and left the 
doorway as a link between them. This door, flanked by 
two great buildings, like the Egyptian temple entrance 
between its two enormous pylons, achieves a dignity 
which no entrance conceived by itself and on however 
great a scale could possess. 

I have no photographs of the banking hall, and 
cannot say anything about it except that it is of fine 
proportions, 83 ft. long by 49 ft. wide and 27 ft. high. 
It, therefore, occupies a large portion of the main block, 
which is 114 ft. by 76 ft. and 69 ft. high. 

At Rochdale this bank built a branch in 1916 which, 
if it does not compare with its older building, is a simple, 
solid structure with very few frills. The circular porch 
is a little weak and the detail throughout is a little 
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thin, but the windows are well spaced, and there is a 
solidity about the structure which is very pleasing in a 
modern building. One almost imagines it is an old one 
adapted to the purposes of the bank in 1916. 

The Colwyn Bay branch of 1924 appears to be 
an old structure—some pleasant old white house in a 
desert of sham, half-timbered and red brick villas. The 
bank was lucky to buy it, and the town fortunate that 
they did, for now Colwyn Bay residents can see how 
gentlemen once lived. If all country banks were con- 
ceived on similar lines the country would rise up and 
bless the bankers. One can see no reason, too, why such 
simple, restrained, and dignified structures should not 
serve all the purposes of banks, just as they seem to 
express the best characteristics of banking. If this is 
not an old building, and the architect is still alive, it is 
the duty of Williams Deacon’s Bank to make his name 
widely known and to employ him wherever they can. 
The way he has finished off the plot of land with simple 
posts and chains is enough in these days to differentiate 
him from most bank architects. 

The little one-storeyed bank at Cheadle, with similar 
posts and chains, is a pleasant little structure with 
unpretentious roof and a range of good Georgian sash 
windows, but handicapped by its corner entrance. 
Instead of facing the street squarely it seems through 
this entrance to be squinting at it. There appears, too, 
no reason why it should do so, for although there is a 
corner entrance there appears to be no corner. Could 
the banker’s obsession for these entrances—an obsession 
he shares, let me remind him, with the publican—go 
farther ? 

The Doncaster branch of 1924 is a great falling off. 
It is difficult to understand how the owners of the other 
buildings we have been considering could have built this 
one and as recently as three years ago. It is an amateur 
facade on which as many commonplace Ionic columns 
have been crowded as possible. The result is a certain 
naiveté no doubt, but it is not serious architecture. 





Note—Since writing the above I have seen photo- 
graphs of a very commonplace bad modern brick building 
which still exists underneath the Portland Stone facings 
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of the Colwyn"Bay branch. I am informed further that 
the architect who brought about this almost miraculous 
transformation was Mr. S. Colwyn Foulkes. Mr. Foulkes 
was a distinguished student of the Liverpool School of 
Architecture. I ought now, I suppose, to withdraw or 
alter what I said above. In fairness to Mr. Foulkes, 
however, I proclaim instead the pleasure my discovery 
gives me. 


Messrs. Barclays Bank, Piccadilly 


The exterior of the late Wolseley House in Piccadilly, 
now Barclays Bank, is not only one of the finest pieces of 
modern street architecture in London, and was recognized 
as such by its architect, Mr. Curtis Green, being awarded 
the medal for street architecture by the Royal Institute 
of British Architects, but from the first it suggested the 
home of a bank rather than a motor showroom. Its great 
Corinthian columns standing above a range of powerful 
arches with strongly coffered soffits seem to indicate 
something more staid and sober than the modern motor- 
car. Hence, to change it into a bank building of the 
first class would appear no very difficult matter, especially 
to the architect who conceived the building in the first 
instance. Indeed, beyond taking out the plate glass of 
the central opening and the wrought-iron grille above, 
and introducing some form of the bronze doors and 
grilles one is accustomed to see in banks, there would 
appear little else to be done, unless it were to remove as 
well the wrought-iron grille from the arches on either 
side, and to substitute for them something more serious 
and more in keeping both with the common idea of a 
bank as well as with the severe beauty of the fluted 
columns above. Mr. Curtis Green, however, felt other- 
wise. Perhaps he did not care to sacrifice three beautiful 
pieces of wrought ironwork. Anyhow, he has retained 
the grilles, and has sought to give a sober, bank-like 
character to his entrance by introducing under the central 
grille a heavy stone doorway standing by itself. It is 
finely detached, like all Mr. Green’s work, but it looks 
the afterthought it was. It does not seem to belong to 
anything near it, and especially to the wrought-iron 
grille immediately above it. If you must have a very 
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solid and serious looking doorway to a bank, as seems 
necessary to suggest security for our savings, obviously 
such a doorway must not have plate-glass all round it, 
and a fanciful grille of no protective quality above it. 
It would have been better probably to have left the 
exterior as it was, with the suggestion that the bank 
with its open glass windows and doors was protected by 
some new form of burglar alarm and high-tension current. 
The new door is clearly no protection in itself against a 
mob, which could break through the plate-glass of the 
windows on either side. 

But if the alteration to the exterior does not seem 
wholly happy, and, indeed, is rather a blemish on a 
remarkably fine front, the alteration of the interior to 
bank purposes, while yet retaining its special charac- 
teristics, is extraordinarily clever and interesting. The 
interior was always vaulted, and that at once gives the 
requisite effect of great strength. The main difficulty 
must have been the four fine columns in vermilion 
lacquer from which the vaults spring. To have reduced 
these to some dull drab colour or to plain cream or white, 
such as one sees in hundreds of banks, would have been 
a desecration. Instead, the architect (and presumably 
the bank directors) accepted these gay and gorgeous 
things and have decided to live up to them. So we have 
not the usual heavy, dull mahogany bank counter, but a 
gay one in black and gold lacquer. Banking becomes a 
joy—why not? The black and gold is rich and ser- 
viceable, the lacquered surfaces have only to be dusted 
to be kept clean. Gold candelabra still stand in the 
background, and three ungilt grilles and chandeliers. 
Altogether they make the most cheerful bank in London. 
Anyone within reach would be glad to open an account 
there merely for the pleasure of visiting so happy a spot. 
There is a magnificent open space for the public straight 
ahead as you enter, and not round to the left or right 
in the usual English way, and it is magnificently framed 
by the four red lacquer columns and the black lacquer 
counter. It is also magnificently floored in a marble 
pattern, which I think is new. I cannot imagine the 
motor-cars standing upon such a pavement in the old 
days. Altogether this interior is a new note in banks. 
May it prove so attractive that all the other banks will 
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set about refurbishing themselves and call in Mr. Curtis 
Green, with his keen eye for decorative effects, to do the 
work. 


Kinnaird House, Messrs. Barclays Bank, 
Pall Mall 


This is a very unfortunate building. Standing in a 
prominent position, four square to a fine street, and with 
good streets returning at right angles on either side, one 
would expect a bank to build on such a site a really 
monumental building. One would expect a fine scale 
simplicity and dignity. Instead, we have a_ building 
which looks like a modern Southampton Row hotel. 
It might almost be a West End annexe to the Imperial 
Hotel in Russell Square. Yet it is a stone structure 
built in the best Portland stone. How the architect can 
have made so fine a material look like glazed terra-cotta 
is a mystery. It must be his small repeating detail which 
appears to transform cast from moulds. The same poor 
wreaths, for instance, like forgotten decorations, hang 
down beside the eighteen windows of the third and fourth 
floors on the main front. They may be used on the flanks, 
too. They probably are; the same shields, the same 
window pediments, broken backed, are scattered about 
almost haphazard. But I think it is also in the treatment 
of his stone fronts that he gives the effect of white glazed 
terra-cotta. In that unfortunate material the joints are 
always marked owing to the twisting of the material in 
the baking. In plain ashbar stonework the joints should 
be hardly visible. The stones, as it were, melt into one 
another, especially in the case of Portland stone. It isa 
beautiful quality of the material. Here something has 
been done to emphasize them, and not only where the 
stonework is so treated as in the ground floor and on the 
corner pavilions. It is very unfortunate to degrade such 
a fine material. But enough has been said. Perhaps 
Messrs. Barclays did not build the building, but were 
forced by strategic reasons to take offices in a block of 
second-rate flats already built. Let us hope this is the 
explanation. They have built so many fine things in 
other places. 











( 27) 
Insurance Company Accounts 


Points for Shareholders 


NSURANCE company accounts are a_ highly- 
interesting, though complicated, study, not only for 
the shareholders and the officials engaged in insurance 

business, but also for all others who take an intelligent 
interest in the commerce of the country. They differ 
in many respects from the reports of industrial enterprises, 
since the latter can draw a sharp line between the end of 
one year and the beginning of another. They can show 
that so much income has been received and so much ex- 
penditure has been incurred, and that the balance is profit 
or loss. An insurance company receives so much income 
during the course of the year and incurs liabilities which 
extend for some period, at any rate, of the following year. 
The bulk of the premium income accepted is on account 
of insurance protection for twelve months, and it follows 
that only the liability assumed in respect of premiums 
received at the beginning of the year would expire at 
the close. The premiums are actually paid throughout 
the whole of the twelve months, and so the liabilities 
extend until the corresponding dates of the following 
year. A certain amount of premium income is in respect 
of business for long-term periods—such as two or three 
years—and this needs to be treated specially. 

In order to show the real state of affairs at the end of 

a year it is necessary, consequently, to make provision 
for outstanding liabilities. The usual method of doing so, 
in the case of fire insurance, is to assume that 40 per cent. 
of the premium income will be sufficient to close the 
account. A reserve of that proportion, therefore, is set 
aside for the purpose. It follows that if the premium 
income during the year is raised, the amount of the reserve 
for unexpired risks will need to be increased in proportion. 
When the premium income is reduced the reserve may 
similarly be lowered, and the amount released is brought 
into the surplus for the year. So a company which had 
reduced its premium income might appear, superficially, 
to have earned a larger actual and percentage profit than 
one whose income had been increased. Only in certain 
cases is any comparison between the results of the present 
and past years shown by the companies, and without 
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comparing the figures anyone who studied the latest 
accounts might easily form an erroneous impression. 

It is to be assumed, however, that in writing a larger 
account an office hopes to be able to earn a larger profit, 
and so, provided that the reserves set aside for unexpired 
liabilities is sufficient, it will, in due course, reap the 
benefit. Everything depends on whether or not the 
reserve is adequate. If it be so, then there will be, sooner 
or later, an increased surplus in respect of the larger 
premium income. 

The usual reserve set aside is 40 per cent. of the 
premium income, while one or two offices allot 50 per 
cent. So with an increasing premium income the company 
which reserves the higher proportion does not appear to 
have done as well as one reserving a lower percentage. 
If the office which apportions the larger amount is as 
successful as the others, it has what may be described as 
a hidden reserve. 

In considering whether the reserves designated are 
adequate or more than sufficient, regard may be had to 
experience, and examination of the accounts of the first- 
class offices would show that for many years they have 
been ample. They might not be if any extraordinarily 
heavy claims were to occur in respect of liabilities which 
had not expired at the end of the twelve months. To 
provide for this risk and other contingencies it is usual to 
build up an additional reserve, and in the case of the lead- 
ing offices this assumes very healthy proportions. There is, 
in fire insurance, always the possibility of some catastrophe, 
and to meet that risk the fire funds are strengthened. 
Behind these reserves there also stands in the balance 
sheet a general reserve fund, which is available for meeting 
any exceptional claims which may fall on any of the 
departments of the company’s business, and there is 
also often a balance carried forward at profit and loss, 
which represents part of the resources of the company. 
Then there is the capital, and in most cases only a propor- 
tion of this has been paid up. The remainder could be 
drawn upon if the need arose. It is part of the security 
of the policy-holders. One powerful company has now, 
by the application of part of the reserves, which have been 
steadily accumulated, been able to pay up the whole of the 
uncalled liability. This money remains within the com- 
pany. All that has happened is that it is no longer in a 
position to call up capital from the shareholders. 
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Before leaving the question of the reserves for un- 
expired risks it should be pointed out that while with the 
successful companies a reserve of 40 per cent. has been 
found sufficient, once a company got into difficulties the 
adequacy of the amount would be questioned. The mere 
fact that it was in need of funds might induce it to write 
business for the sake of premium income, and that course 
would probably mark the beginning of the end. It would 
have to accept less attractive risks and the proportion of 
losses would immediately increase. Successful underwrit- 
ing is largely a matter of discrimination. It often happens 
that a first-class company will accept business which it 
would rather be without, but it does so with its eyes open 
for the purpose of conserving some connection, and it 
looks to the better business for compensation for poor 
results from that which it accepts for reasons of policy. 
Such deliberate writing by a company of less attractive 
risks is of a quite different kind from the acceptance 
generally of business other than first-rate because, not 
being a first-rate office, it does not have, as a rule, first- 
rate business offered to it. 

Again, while the reserves might be adequate as long 
as a company continues actively underwriting, they would 
probably fall far short of the amount required if it were 
to cease doing new business. Then with no premium 
income coming in over which expenses could be spread, the 
costs of winding-up the account would be so heavy that 
much more than the usual provision would be needed. It 
would be a case of there being all outgoings and no receipts. 

The reserves in the fire account are together usually 
the largest items to be set against the premium income, 
although the first important entry is that of the losses 
actually paid and outstanding. Then follow the expenses 
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and commissions. Sometimes included in these are the 
contributions to the fire brigades ; otherwise these are set 
out separately. In the report issued in 1923 of the Royal 
Commission on Fire Brigades and Fire Prevention it was 
pointed out that : ‘“‘So far as any question of principle is 
concerned, there appears to be no more reason for 
the fire department of an insurance company to subsi- 
dize fire brigades than for the marine department to 
subsidize lighthouses, or the burglary department to sub- 
sidize the police.’”” Perhaps one day this burden will be 
removed from the fire offices. In the meantime, they 
maintain the Salvage Corps, whose duty it is to minimize 
loss by water and other causes, and which renders most 
effective services in the interests of both the insurers and 
insured. Included in the expenses are also the costs of 
surveying risks. The offices, by making expert recom- 
mendations, do a great deal to minimize the fire waste, 
and it is in the national interest that they should continue 
to do so. The cost of this expenditure has to be met out 
of the premiums, but it is far better for everyone that this 
proportion should be expended in the prevention of fires 
instead of being used to meet increased losses. Colonial 
and foreign taxes are often included in the fire revenue 
accounts. These are sometimes based on premium 
incomes and not on profits, and as they are essential to the 
conduct of the business in those countries which levy them, 
they may be regarded as a necessary expense to be 
provided before there can be any question of striking 
a profit. 

Then there is the item which interests the shareholders 
so much—the transfer to profit and loss. This is com- 
monly spoken of as the profit for the year. Actually it 
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is often not the exact measure of it. An office might 
increase its reserve fund in the account other than that for 
unexpired risks. Then the actual profit, as far as it can 
be ascertained, may consist of the transfer to profit and 
loss, together with the increase in the fire fund. Some- 
times a transfer from profit and loss is made to the fire 
fund, and then, as this was not part of the earnings of the 
fire department, it needs to be deducted from the apparent 
profit. One important company which has been accus- 
tomed to carry forward a large balance at profit and loss 
has this year transferred considerable sums to the credit 
of the fire and other accounts. It is a matter of book- 
keeping. The money was available in the profit and loss 
account, but it has evidently been thought that some 
proportion of this reserve might be allotted to the different 
departments, so that the reserves in these should bear 
a close relation to the whole of the premium incomes, 
which is a usual arrangement. 

This transfer touches the question of the interest 
earnings on the funds of the insurance companies. One 
of the great attractions of the shares of strong companies 
is generally said to be the close relation between the 
interest earnings and the dividends. Indeed, in Stock 
Exchange circles, it has been known that the relation 
between the two has often been regarded as the chief 
test of the merits of the shares. Those companies 
which have been able to provide practically the whole 
of the dividends out of the interest receipts, or a large 
proportion of them, have been held to be the strongest. 
Up to a point the connection between the two is impor- 
tant, but it is easy to over-emphasize its significance. 
It is not true, as has been urged sometimes, that the 
offices generally could continue to pay the same rates 
of dividend if they were to cease underwriting. The 
accounts of the great companies show that the premium 
incomes run into millions sterling, and it is perfectly 
clear that the interest on these premiums forms a very 
considerable proportion of the whole. If a company 
were to cease underwriting it would at once be deprived 
of this portion of the interest income. Further, it would 
have to forgo the interest on the reserves required for 
closing the accounts. It would then only receive the 
interest on the capital and on the free funds not required 
for closing the account. That this interest would be 
substantial in the cases of the powerful companies goes 
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without saying, but it would be of a reduced amount 
very different from that which is now received. 

We know that in recent years the insurance companies 
have written large marine accounts. A great swelling 
of these incomes dates from the war period, when large 
profits were earned both in respect of the actual under- 
writing, for values and premiums were high, and from 
interest on the premiums. Since the war many offices have 
had great cause to regret that they continued to write 
marine business on such a scale. The experience has, 
on the whole, been highly unfavourable, and the interest 
on the swollen premium incomes gave a sense of pros- 
perity which did not, in fact, exist. The income from 
interest was bought very dearly. In the same way an 
established office ‘could quite well secure a large premium 
income from fire and other forms of insurance, such as 
casualty business in the United States, which has yielded 
very unsatisfactory results in recent years. 

In short, those with real knowledge of insurance 
conditions will be concerned not only with interest receipts. 
They might well prefer a company whose margin between 
the cost of the dividend and the interest earnings was 
quite wide, and so one which looked to its underwriting 
to provide a substantial proportion of the cost of the 
dividend. There are offices whose managements turn to 
the underwriting to contribute a substantial part of the 
dividends, and at the same time are able to build up the 
reserves. By this strengthening of the funds the margin 
between interest earnings and dividend cost may be 
gradually narrowed, but possibly so confident may the 
management be of its ability to earn a reasonable profit 
from ‘its underwriting that it will be content to raise 
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Bank Meeting 
THE IMPERIAL BANK OF PERSIA 


SATISFACTORY INCREASE IN 


BUSINESS. 
HE thirty-eighth ordinary general 
"T inceting of the members of the 
Imperial Bank of Persia was held on 
July 6, 1927, at the Cannon Street Hotel, 
E.C., Sir Hugh S. Barnes, K.C.S.I., K.C.V.O. 
(the chairman), presiding. 

The Chairman, in the course of his speech, 
said: It is pleasant to record that the harvest 
during the past year has proved to be a 
satisfactory one, and the prospect for Persian 
trade would be favourable if it were not for 
the embargo imposed by the Soviet Govern- 
ment on imports from Persia into Russia, 
to which I alluded last year. As the dispute 
about the fishery rights on the Caspian shore 
is still undecided, the embargo has been 
maintained. 

The trade figures for the past financial 
year are not quite so good as in the previous 
year. Imports total Tomans 79,000,000, 
against Tomans 88,000,000 in 1925-26, 
a reduction of Ts. 9,000,000. The ex- 
port figures are Ts. 110,000,000, against 
Ts. 104,000,000 in the previous year. 
The increase of Ts. 6,000,000 is due to 
the larger export of oil products; exports 
of other commodities have fallen by 
Ts. 6,000,000, owing, no doubt, to the 
embargo imposed by the Russians. 

From the point of view of the foreigner, 
the most startling event of the past year has 
been the announcement by the Persian 
Government of their intention to abolish the 
so-called capitulations, under which civil 
and criminal cases in which foreigners are 
concerned are tried before an official repre- 
senting the Persian Foreign Office in each 
district, who is known as the Karguzar, 
with the foreign Consul concerned sitting as 
Assessor. The Persian Government propose 
to effect their object by giving notice of the 
termination at the end of a year of their 
various Treaties with the United States and 
the European Powers, when the Karguzari 
Courts will be abolished, and all cases will 
come before new Civil and Criminal Courts 
established by the Government. 

Everyone will sympathize with the desire 
of the Persian Government to prove that 
they are not behind other nations in their 
power to establish a system of law and courts 
of justice under which foreigners may be 
confident that cases in which they are con- 
cerned will receive a fair and impartial trial ; 
but, obviously, I think you will agree, the 
proof will require time. 

THE BALANCE SHEET 

If you will now turn to the balance sheet, 
the most noticeable figure to which I would 
draw your attention is the increase in the 
total to {12,358,907 18s. 3d., as against 
£9,682,404 last year. This indicates a very 
satisfactory increase in the Bank’s business, 
and I do not think the changes in the other 
figures need much further explanation. The 


chief alterations are a rise of £1,640,668 in 
the total of the deposits, and an increase of 
no less than {1,820,847 under the head of 
bills discounted. The increase under bank 
premises, despite our having written off 
£30,000 in the past year, is owing to the 
extensive building operations which we have 
recently been compelled to undertake. Our 
Teheran house—an old Persian palace which 
was formerly in the occupation of the 
Oriental Bank—has served us fairly well 
during the past 38 years, but is now quite 
unfitted for the requirements of our chief 
office. The necessity has arisen to demdlish 
the old building and erect up-to-date banking 
premises more worthy of our position as the 
State bank, and of the exceptionally fine site 
which we possess. I am told that it is the 
most commanding position in Teheran, and 
well worthy of the building we propose to 
erect upon it. We have also new premises 
in course of construction at Basra and Isfahan, 
where, in both places, our business calls for 
expansion in office accommodation to meet 
local requirements. 
DIVIDEND AND BONUS 

The profit and loss account needs. no 
explanation. The net profit amounts to 
£135,366 18s. 2d., an increase of £5,965 
over last year’s figure of £129,401, and after 
the allocation of £50,000 to the reserve and 
£30,000 to bank premises account, we pro- 
pose to pay you a final dividend of 6s. a 
share, making 10s. per share for the year, 
free of tax, and also to distribute a bonus of 
ls. a share, free of tax, which will absorb 
£5,000. Our carry-forward, if these pro- 
posals are approved, will be £34,334 12s. 3d., 
against {33,967 14s. 1d. I hope you will 
consider this satisfactory. 

In conclusion, I would like to express, and 
to ask you to join me in expressing, the 
Board’s appreciation of the work of the 
management and staff, both here and in 
Persia. Mr. Wilkinson, our new chief mana- 
ger in Teheran, has fully justified his appoint- 
ment; and I feel sure you will note with 
interest and approval that, in consideration 
of his long and useful service in the Bank, 
we have appointed our London manager, 
Mr. Rogers, to a seat on the Board. We 
propose, with your consent, to grant to the 
staff the usual annual bonus of 10 per cent. 
on their salaries. 

I now beg to move : “‘ That the report and | 
accounts as rendered to March 20, 1927, be 
adopted and that the final dividend of 6s. 


plus ls. bonus, per share, payable free of F 


tax, be and they are hereby confirmed.” — 
I will ask Mr. Hawkins to second that. fe 4 

Mr. V. A. Cesar Hawkins seconded the 
resolution. a 

The Chairman: Before I put the pro-} | 
position to the meeting I will ask whether 
anybody desires to ask any questions. 

The report and accounts were unanimously 
adopted. 
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